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AMEND BRETTON WOODS AGREEMENTS ACT 


MONDAY, MARCH 9, 1959 


U.S. SENATE, 
CoMMITTER ON ForEIGN RELATIONS, 
Washington, D. C. 

The committee met, pursuant to call, at 10:30 a.m., in the Old 
Supreme Court chamber, U.S. Capitol Building, Senator J. W. Ful- 
bright (chairman) presiding. 

Present: Senators Fulbright, Green, Sparkman, Mansfield, Gore, 
Lausche, Wiley, Aiken, and Carlson. 

The CuHarrman. The committee will come to order. 

The Committee on Foreign Relations today begins a series of public 
hearings on S. 1094, a bill to amend the Bretton Woods Agreements 
Act of 1945, as amended. 

This bill, which I introduced by request, would authorize the United 
States to contribute to increased resources for the International Mon- 
etary Fund and the International Bank for Reconstruction and Devel- 
opment. 

The President of the United States has urged Congress to support 
such action. 

(S. 1094 follows :) 

[S. 1094, 86th Cong., 1st sess.] 


A BILL To amend the Bretton Woods Agreements Act 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Bretton Woods Agreements Act is 
amended by adding at the end thereof the following new section: 

“Sec. 16. (a) The United States Governor of the Fund is authorized to request 
and consent to an increase of $1,375,000,000 in the quota of the United States 
under article III, section 2, of the articles of agreement of the Fund, as proposed 
in the resolution of the Board of Governors of the Fund dated February 2, 
1959. 

“(b) The United States Governor of the Bank is authorized (1) to vote for 
increases in the capital stock of the Bank under article II, section 2, of the 
articles of agreement of the Bank, as recommended in the resolution of the Board 
of Governors of the Bank dated February 2, 1959, and (2) if such increases 
become effective, to subscribe on behalf of the United States to thirty-one thou- 
sand seven hundred and fifty additional shares of stock under article II, 
section 3, of the articles of agreement of the Bank.” 

Sec. 2. Section 7(b) of the Bretton Woods Agreements Act is amended by 
striking out “of $950,000,000”, and by striking out ‘‘not to exceed $4,125,000,000” 
and inserting in lieu thereof “such amounts as may be necessary”. 


The Cuarrman. The principal witness this morning is the Honor- 
able Robert B. Anderson, Secretary of the Treasury. I understand he 
is accompanied by Mr. Upton, Assistant Secretary of the Treasury 
and U.S. Executive Director of the Bank, and by Mr. Southard, 
special assistant to the Secretary of the Treasury and U.S. Executive 
Director of the Fund. 
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Mr. Secretary, we are very pleased, indeed, to have you here, and 
we welcome your statement. 


STATEMENT OF HON. ROBERT B. ANDERSON, SECRETARY OF THE 
TREASURY; ACCOMPANIED BY T. CRAYDON UPTON, ASSISTANT 
SECRETARY OF THE TREASURY AND U.S. EXECUTIVE DIRECTOR 
OF THE INTERNATIONAL BANK; AND FRANK A. SOUTHARD, JR., 
SPECIAL ASSISTANT TO THE SECRETARY OF STATE AND USS. 


EXECUTIVE DIRECTOR OF THE INTERNATIONAL MONETARY 
FUND 


Secretary Anperson. Mr. Chairman, I welcome the opportunity to 
appear today to support legislation to carry out the recommendations 
made by the President to the C ongress on February 12, 1959. The 

urpose of S. 1094 is to authorize increases in the U.S. quota in the 

nternational Monteary Fund and in its subscription to the capital of 
the International Bank for Reconstruction and Development, and 
increase in the capital of the Bank, by amending the Bretton Woods 
Agreements Act of 1945. 

I know that this committee, with its great interest in the foreign 
policy of the United States, is well ac quainted with the problems 
with which the Bank and Fund were established to deal. Vigorous 
growth of the economic system is the concern of every country, but 
particularly of those countries whose economic development is less 
advanced. Sound currencies which encourage savings and invest- 
ment and are the basis of foreign exchange stability are also a leading 
objective of all responsible governments. These matters are, of 
course, major points of emphasis in our economic foreign policy 


ORGANIZATION OF THE INTERNATIONAL MONETARY FUND AND THE 
INTERNATIONAL BANK 


The International Monetary Fund and the International Bank 
were created by international agreement arrived at during the con- 
ference at Bretton Woods, N.H., in 1944. U.S. participation was au- 
thorized by the Congress in 1945 through the adoption of the Bretton 
Woods Agreements Act. The two institutions have operated success- 
fully for more than 12 years. Sixty-eight countries have subscribed 
to the articles of agreement of the Bank and Fund and each country 
appoints a Governor, usually the Secretary of the Treasury, the Min- 
ister of Finance, or the head of the central bank. I am the U.S. 
Governor in both institutions, and the Under Secretary of State, Mr. 
C. Douglas Dillon, is the Alternate Governor. The day-to-day work 
of the institutions is carried on by Boards of Executive Directors lo- 
cated in Washington and by the managements consisting of a Presi- 
dent in the case of the B: an and a Managing Director in the case of 


the Fund, with technical staffs. The U Ss. Exec utive Director for the 
Bank is Mr. T. Graydon Upton and for the Fund is Mr. Frank A. 
Southard, Jr. 
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NATIONAL ADVISORY COUNCIL ON INTERNATIONAL MONETARY AND 
FINANCIAL PROBLEMS 


The Bretton Woods Agreements Act created the National Advisory 
Council on International Monetary and Financial Problems to coor- 
dinate and supervise U.S. participation in the Bank and the Fund and 
other international] financial matters. The members are the Secretary 
of the Treasury as Chairman, the Secretaries of State and Commerce, 
the Chairman of the Board of Governors of the Federal Reserve Sys- 
tem and the President of the Export-Import Bank. In accordance 
with the provisions of that act the Council has regularly reported 
to the Congress on the activities of these institutions, and in its spe- 
cial reports has dealt with the basic questions of policy relating to 
them. All of these reports over the past decade have expressed the 
judgment that the Fund and the Bank have played major and suc- 
cessful roles in fostering sound financial policy and promoting eco- 
nomic development. The reports show that, in carrying out their 
policies in accordance with their articles of agreement, the two insti- 
tutions have been fulfilling some of the important objectives of the 
United States in foreign financial and economic policy. 

Members of the Senate and House participated in the formulation 
of the articles of agreement, and as members of the United States 
delegation, have attended every annual meeting, including the more 
recent ones abroad at Mexico City, Istanbul, and New Delhi. This 
congressional participation has been most welcome and most helpful. 


CONGRESSIONAL AUTHORITY IS NECESSARY TO INCREASE U.S. QUOTA IN 
INTERNATIONAL MONETARY FUND 


The Bretton Woods Agreements Act provides that only Congress 
may authorize increases in the capitalization of the Bank, the U.S. 
subscription to the capital of the Bank and the U.S. quota in the 
Fund. The proposed amendments to the Bretton Woods Agreements 
Act as contained in S. 1094 are intended to give such authorization. 
It is our view that these recommended increases, together with the 
proposed increases in the subscriptions and quotas of the other mem- 
bers, should be sufficient to permit these bodies to continue their useful 
work in the foreseeable future. This the only approach which has 
been made to member governments for additional resources since the 
two institutions began operations in 1946. 


CONTRIBUTIONS IN FORM OF CAPITAL IS ONLY FINANCIAL SUPPORT UNITED 
STATES GIVES BANK AND FUND 


I might at this point note that the contribution which we make in 
the form of capital to the Fund and the Bank is the only financial sup- 
port we give to these institutions. Within the framework of their 
capital structure they are self-supporting. No periodic appropriation 
is needed to cover our financial participation. The Bank and the 
Fund defray their expenses out of the income earned from their oper- 
ations, and both of them are building up reserves out of earnings in 
excess of operating expenses. Moreover, as I shall point out presently, 
the increase in our subscriptions will involve a present cash outlay by 
the United States, which although large is a relatively small propor- 
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tion of the total new subscriptions. No budgetary provision is needed 
in the case of the Bank, | and while in the case of the Fund the entire 
additional quota of $1.375 billion is included in the budget, only the 
gold payment of $344 million really represents an immediate cash 
expenditure. Since the purposes and operations of the Fund and the 
Bank differ and the ahaetcte consequences of increasing our sub- 
scription also differ, I shall take up the two institutions successively 
and explain the differences in the procedures contemplated by the 
President’s message. 


OBJECTIVES OF INTERNATIONAL MONETARY FUND 


The International Monetary Fund was created as a permanent in- 
ternational organization to promote sound foreign exchange policies 
through the elimination of exc hange restrictions, to assist in 1 the ests ab- 
lishment and maintenance of convertible currencies, and to give 
greater assurance of stability in exchange markets. The Fund has 
worked toward these objectives by annual consultations with mem- 
bers, technical advice in setting up stabilization programs, and short- 
term advances to, or standby arrangements with, member countries. 
These activities have grown in scope and increased in effectiveness in 
the past 12 years, and have been accompanied by real progress by 
member countries in achieving good results in the foreign exchange 


field. 
INTERNATIONAL MONETARY FUND IS SHORT-TERM CREDIT INSTITUTION 


The Fund does not finance long-run development programs nor is 
it intended to provide long-range economic assistance to improve the 
standards of living of its member countries. In simple terms, the 
Fund is a short-term credit institution which assists the monetary 
authorities of the member countries to carry out sound financial pol- 
icies. The Fund’s resources in gold, dollars, and other leading cur- 
rencies are regarded by the members as a secondary line of reserves 
which can be drawn upon under appropriate conditions to supplement 
their own reserves of gold and foreign exchange at times when they 
have encountered temporary difficulties. Fund drawings are repay- 
able in 3 to 5 years at the outside limit. As table 1 shows, the pres- 
ently outstanding drawings are within these limits, almost all earlier 
drawings having been repaid. 


TABLE 1.—IJnternational Monetary Fund: Transactions outstanding on 
Dec. 81, 1958 


{Time elapsed from purchase to Dec. 31, 1958] 
Amount in 
millione of 
U.S. dollars 


eee SNE et TRCN. on. nb nt bictncndmmnictnnncnason 849. 13 
I SU a hse hs ced che estdiaiabduiideiebod 203. 83 
id aka eeahel meaaieiadcueiendaammeuine 987. 27 
I TT Ecce bier eniiainenbaieuaaaeaall 88. 38 
Ts eee meni amenaialeaetanaaerdinnunalicmes 17. 00 
Ne ee ee necbdpelduilbes inched icecusahibebdvcentbeded 25. 00 
I St oe tiie cis A teh i biaik ts 20. 25 
a le i 2. 50 


ee I POG, Tl, Bt Otciniercata hreitereicinmimnmnnn nnn 1, 693. 36 
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Fluctuations in the balances of payments of the member countries 
can be of considerable size. These fluctuations have occurred over 
the years for a variety of reasons, including shifts in trade and in- 
vestment, political events, and changes in price levels, The resulting 
increases or decreases in reserves can be very large and can occur 
very quickly. Fund assistance gives a member country a breathing 
spell in which it can make the necessary adjustment in its internal 
and external policies so as to restore equilibrium without unduly 
increasing restrictions on international transactions. 


WHY INTERNATIONAL MONETARY FUND NEEDS INCREASED RESOURCES 


The proposed legislation involves no change in the method of op- 
erating the Fund and no change in its policies. What is proposed, 
is to give the Fund more adequate resources to attain its objectives 
under present world conditions. The existing quotas, which at the 
end of 1958 amounted to $9.2 billion, were based on data for the 
period preceding the Bretton Woods Conference. These data included 
factors such as prewar foreign trade, the relative size of the national 
incomes, and the monetary reserves of the member countries. On this 
basis the U.S. quota was set at $2.75 billion. 

Since 1944, the relevant magnitudes of the factors affecting the 
balances of payments of the member countries have changed enor- 
mously. There have been very large increases in national incomes, 
in the volume and value of world trade, in price levels, and in mone- 
tary reserves. With the increase in the value of trade and financial 
transactions, the magnitudes of the fluctuations in foreign exchange 
earnings and in reserves have also increased. In 1937, for example, 
as table 2 shows, total imports of the free world amounted to about 
$27 billion, compared with about $100 billion at present, This great 
expansion in the total value of world trade has resulted from the com- 
bined effects of the increase in prices since the war, and the larger 
volume of goods traded. Both factors have been important. Along 
with this very large increase in the value of world trade, there has 
been a corresponding growth in various service transactions (such as 
tourists expenditures) and in capital movements between countries. 


TABLE 2.—Free world trade, 1937 and 1950 through 1958 


[Expressed in millions of U.S. dollars] 








Calendar year Exports | Imports Calendar year Exports | Imports 
(f.0.b.) | (e.1f.) (f.0.b.) (c.i.f.) 

ee . saeidinipanielebiaentntiiini —— a oa ‘ ate aiaan a 

1958 (estimated) _____- icahacciale 94, 000 99, 000 US <n nanbieGindaeicuricm tod queen 73, 891 80, 196 
I Me Rl a i he 100, 484 DV u IEEE UO MOORS hole nie ek eS 76, 573 81, 399 
Rs ain welts hawuses awn 93, 647 98, 206 I oe ek a he ein 56, 690 59, 338 
teh gical ite 84, 317 SOOM ISO fo oso b oe es 33, 846 37, 441 
LL a tare 77, 677 79, 608 OTME six sbchsdninichshininaeikenaaicapadan eal 24, 199 27, 275 


WEA aide ena eaec es te sss | 74, 875 76, 569 |} 


1 











Source: Based on International Financial Statistics. 


The result has been that Fund quotas have shrunk greatly in rela- 
tion to the pressures on foreign exchange reserves to which Fund 
members are subjected. Taking one simple measure, the percent 
of quotas to total imports, the quotas of most members are less than 
10 percent of their annual imports. In time of need a country finds 
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that the temporary assistance it can hope to obtain from the Fund 
is scarcely equal to 1 month’s imports. This illustrates vividly the 
need for increased quotas and larger total resources if the Fund 
is to be able to meet large and sudden foreign exchange situations, 
and if members are to regard their quotas as reasonably adequate 
second lines of reserves. 

(Chart 1 follows:) 


CHART 1 
lM. F. EXCHANGE TRANSACTIONS 
ee een earn rene tase A977 ie 
or Equiv. Calendar 1947 - 1958 | 


| 


800 


ee ee ee 





1947 49 5) 53 ‘55 ‘57 


The experience of the Fund has been that the need for short-term 
assistance has fluctuated greatly over the years. On chart 1, you will 
see the volume of the Fund’s exchange transaction since it started op- 
erations, This chart also shows the rate at which resources were re- 
turned tothe Fund. As repayments are made, the country whose cur- 
rency has been used in the repayment takes back any cash in excess of 
the Fund’s working balances, in exchange for non-interest-bearing 
notes. Large amounts have flowed back to the U.S. Treasury in this 
way during periods when repayments in dollars have exceeded new 
dollar drawings, 

When a member country requests assistance from the Fund, it buys 
a currency it needs for a relatively short period of time by selling its 
own currency to the Fund in exchange. For example, under the ar- 
rangement recently agreed to with Argentina, as that country needs 
dollars to meet a temporary foreign exchange deficit, it buys the dol- 
lars from the Fund and pays the equivalent in pesos to the Fund. 
The same procedure would be used to obtain, say, deutsche marks or 
sterling. The total of the Fund’s assets does not change, but the 
currency composition of the Fund does change with each transaction. 
Then after a period of time the country which has drawn from the 
Fund repurchases its own currency from the Fund, using gold or 
convertible currency for this purpose. In this way the Fund’s assets 
are restored to their original position. 
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HISTORY OF INTERNATIONAL MONETARY FUND TRANSACTIONS 


If you will look at chart 1, you will see that in 1947 the Fund had 
exchange transactions of $468 million. The annual amount of new 
drawings decreased in 1948 and 1949, and Fund transactions were 
relatively small in amount up to 1956. This was partly because the 
large requirements of postwar reconstruction were being met prin- 
cipally from other sources; and also because, in the strong economic 
upsurge in the latter part of this period, Fund members as a whole 
did not need short-term assistance. Moreover, in the earlier years 
the Fund, as a new institution, proceeded cautiously in working out 
solicies on the use of its resources. In fact, if you will look at the 
dotted line on the chart, you will see that between 1950 and 1956, 
the member countries which had previously used the Fund’s assets 
had for the most part repurchased their currencies from the Fund. 
At the end of 1955, outstanding drawings on the Fund had been re- 
duced to a total of $234 million. The outstanding amounts consisted 
mainly of drawings made in 1953 and 1954 by Japan and various 
Latin American countries. 

Two developments account for the very large increase in use of Fund 
resources in the last 3 years. First, a period of acute exchange diifi- 
culties began late in 1956 with the Suez situation and culminated in 
the exchange crisis of May—September 1957, which led to very large 
demands on the Fund. In a little more than a year, dollar drawings 
amounted to $1.6 billion, and standby commitments reached almost 
another billion dollars. Second, the Fund has been very active in as- 
sisting member countries to carry out stabilization programs. In 
these circumstances of severe exchange crisis and of monetary and ex- 
change stabilization, the Fund has made its resources decisively avail- 
able. The Fund’s resources were thus a vital element in surmounting 
major financial emergencies which would have had damaging effects 
on a worldwide basis if they had not been brought quickly to an end, 
and in supporting important efforts by countries to restore financial 
stability. 

INTERNATIONAL MONETARY FUND RESOURCES REVOLVE 


Chart 1 shows that the Fund’s resources revolve. Its transactions 
are not long-term loans. They are transactions which are reversed 
within a relatively short period of time. The quality of the resources 
is not impaired in this process, since repurchases are made in gold 
and convertible currencies. Of the total drawings to date, the cur- 
rency used has been mainly the dollar. There have also been substan- 
tial drawings of sterling and deutsche marks and small drawings of 
Canadian dollars, Belgian francs and Dutch guilders. Belgium, the 
Netherlands, and the United Kingdom, have Ties in the position of 
drawing dollars from the Fund at times when they needed dollars, 
but also at other times having their currencies drawn by other coun- 
tries which needed them. The recently widened convertibility of 
major Kuropean currencies should facilitate drawings of these cur- 
rencies. However, the Fund’s holdings of gold and U.S. dollars will 
continue to be the most essential elements in its operations. With gold 
the Fund can obtain any currency it needs. Moreover, if a country 
with a major currency should encounter foreign exchange difficulties, 
it would ordinarily draw dollars from the Fund to carry out support 
operations, 
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INTERNATIONAL MONETARY FUND MUST HAVE ADEQUATE RESOURCES TO 
OPERATE SUCCESSFULLY 


The Fund must be in a liquid position if it is to operate satisfac- 
torily as a second line of reserves for its members. This means that 
it must have adequate amounts of dollars and other major curren- 
cies which members can draw to help surmount their foreign exchange 
difficulties. The members must have assurance that under appropri- 
ate conditions they can count upon the F und to come to their aid when 
they have balance of payments deficits, or are undertaking important 
programs of financial and economic sakii nation, It can never be 
predicted which country will need the Fund’s aid or precisely how 
much it will need. But the Fund must have adequate resources whee 
help is needed, and be ready to act promptly. As shown in chart 2, 
at the end of 1958 the Fund’s gold and dollar resources amounted to 

$2.3 billion, against which there were stand-by commitments of $911 
million. The net amount of $1.4 billion was small in relation to po- 
tential demands. As I have explained, the Fund’s resources were re- 
duced on this level principally by the large drawings and standby 
commitments arising out of the exchange crises of 1956-57. At 
their present level, the Fund would not be in a position to meet a 
recurrence of a drain of that magnitude. But the Fund must be able 
to cope with big demands, no matter how fr equently or how unexpect- 
edly they occur. 

(Chart 2 follows:) 


CHART 2 


lM. F GOLD AND DOLLARS — 


U. $. Dollars 





Race hy December 31 peor, besseni 
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INTERNATIONAL MONETARY FUND STANDBY ARRANGEMENTS WITH 
MEMBERS 


Secretary Anperson. In addition to making cash advances, the 
Fund enters into standby arrangements with members. These 
standby arrangements provide an assured line of credit, giving the 
country the right to draw up to a specified amount within a stated 
time, usually a year, but sometimes 6 months. Standby arrange- 
ments have been used to assist countries to maintain the par value 
of their currencies, or to undertake important financial reforms, such 
as the establishment of new exchange systems or the elimination of 
complex multiple currency practices. An important example is the 
large standby arrangement presently outstanding in favor of the 
United Kingdom. Another is the one recently concluded with 
the Argentine Republic. The Fund at the end of 1958 had outstand- 
ing commitments amounting to $911 million under these standby 
arrangements. At times, the fact that a country has a standby 
arrangement provides in itself sufficient reassurance, and there is no 
need actually to draw against it. For example, the United Kingdom 
has not drawn against its standby arrangement and the Netherlands 
did not draw throughout the life of the arrangement entered into in 
1957. 

At a number of points I have mentioned that the Fund uses its re- 
sources to assist members to attain the objectives set forth in the 
Articles of Agreement, including stable and convertible currencies, 
freedom from restrictions on payments, and expanding world trade. 
To this end, countries seeking to use the Fund’s resources beyond the 
amount of the gold payment must satisfy the Fund as to the policies 
and measures which are expected to restore or maintain internal and 
external stability. In some instances, for example where the country 
has need of assistance only to meet a seasonal exchange shortage, a 
simple reaffirmation of existing policies is sufficient. But in other 
cases the balance of payments difficulties are large and persistent and 
arise from substantial imbalance in the domestic economy usually re- 
flected in severe inflation. What is needed in these cases is a compre- 
hensive stabilization program, including action in the fiscal, credit, 
and exchange fields. 


INTERNATIONAL MONETARY FUND’S ROLE IN STABILIZING ECONOMIES 
OF MEMBERS 


The Fund consults closely with any member which requests its ad- 
vice in working out such a program. If an adequate program is de- 
veloped and the member assures the Fund that it will be carried out, 
the Fund will make its resources available through a drawing or a 
standby arrangement or both. In some instances, U.S. banks and 
agencies of the U.S. Government have joined in assisting the stabiliza- 
tion effort as have also the Organization for European Economic 
oe and some European governments. 

any examples of this work of the Fund could be cited, including 
Argentina, Brazil, Chile, France, Haiti, Paraguay and Turkey. The 
Fund, as an international institution, is able to bring to bear a degree 
of objective judgment and to insist on rigorous corrective measures 
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in a way which no government could successfully attempt in advising 
another government. The Fund keeps the stabilization programs 
under close review and consults with the member country as to the 
progress being made. They have not all been carried out to the full 
extent of the original plan. But even the least successful have had 
beneficial results. In my view, these stabilization activities are one of 
the most important and beneficial parts of the Fund’s work. 

The large and important financial operations of the Fund in the 
past few years have made it clear that consideration should be given 
as to the adequacy of Fund resources to meet foreign exchange emer- 

encies and other demands in the future. It was this situation which 
ed the President last August to direct me to propose to the Board 
of Governors of the Fund— 


that prompt consideration be given to the advisability of a general increase in 
the quotas assigned to the member governments. 


AGREEMENT OF INTERNATIONAL MONETARY FUND MEMBERS TO INCREASE 
QUOTAS 


In October, I introduced a resolution at the New Delhi meeting of 
the Governors calling on the Executive Directors to study and report 
on this question, and the resolution was unanimously adopted. The 
Directors did so and on December 21, 1958, submitted their report to 
the Governors accompanied by appropriate resolutions. Copies of 
this report have been supplied to the members of this committee. On 
the closing date for voting, Governors with 99 percent of voting power 
had approved the resolutions. 


QUOTAS OF MOST COUNTRIES TO BE INCREASED 50 PERCENT 


The resolutions proposed by the Fund for action by the governments 
can be summarized very briefly. It is proposed to increase the quotas 
of most countries by 50 percent. This would increase the United 
States quota by $1.375 billion from $2.75 billion to $4.125 billion. 
Very small quotas will be adjusted to bring them up to a reasonable 
level. The quotas of three countries—Canada, Germany and Japan— 
will be increased substantially more than 50 percent. I am sure you 
will agree that the willingness of these three countries to make this 
relatively larger contribution to the Fund’s resources is a vivid evi- 
dence of the importance which members attach to the role of the Fund. 
German marks and Canadian dollars have been among the currencies 
which Fund members have drawn. 

Every country will be required to pay 25 percent of its increase in 
quota to the Fund in gold. This means that while the increase in the 
quota of a country gives it additional drawing privileges on the Fund, 
each country is also required to add proportionately to the Fund’s 
gold reserve. The United States will pay $344 million in gold and 
the other members as a group will pay a total of about $900 million. 
Gold is the basic and most liquid resource of the Fund. The Fund 
has sold gold to the United States to obtain dollars in the past and it 
will undoubtedly do so again when conditions warrant. Similarly, 
with gold the Fund can buy sterling or marks or any other currency 
when its holdings of the currency are low. The Fund is an interna- 
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tional cooperative effort; other countries will make their contributions 
to increase the Fund’s resources and in the aggregate these will be 
large. 

The increase in Fund quotas will be effective only as the member 
countries increase their subscriptions to the Bank. This will maintain 
the parellelism between the Fund and the Bank which has existed 
since their foundation, each institution working in its own field and 
the two aiming at a prosperous and expanding economy for the free 
world. 


HOW UNITED STATES WILL MAKE QUOTA INCREASE PAYMENTS TO INTER- 
NATIONAL MONETARY FUND 


I should like to make clear that the proposed increase in the quota 
of the United States does not mean that the Fund will spend these new 
resources at once. ‘The United States will pay one-fourth of its quota 
increase in gold, but the balance will be held in non-interest-bearing 
demand notes, which will not represent a cost to the United States 
until such time as the Fund cashes them. Moreover, when the Fund’s 
holdings of dollars increase as a result of repayments, the Fund returns 
rash to the U.S. Treasury and takes new notes. In this way, the cost 
of our participtaion in the Fund is kept to a minimum, as required 
by the Bretton Woods Agreements Act. As I mentioned earlier, there 
have been a number of years in which the Fund returned more dollars 
to the U.S. Treasury than it took out to meet new drawings. 

This, Mr. Chairman, concludes my discussion of the Fund. The 
bill before you proposes to authorize me, as U.S. Governor for the 
Fund, to consent to an increase of 50 percent in the quota of the 
United States, and it makes financial provision for this increase 
through a public debt transaction in the same way as the original 
Bretton Woods Agreements Act did. In my opinion, it is essential 
that the Fund should have these enlarged resources promptly. 


FUNCTIONS OF INTERNATIONAL BANK FOR RECONSTRUCTION AND 
DEVELOPMENT 


I turn now to the proposed increase in the capital of the Interna- 
tional Bank and in the U.S. subscription to the capital. "The members 
of the committee, I am sure, are generally familiar with the work of 
the Bank. Its function is less complex than that of the International 
Monetary Fund. The Bank advises member countries in the field of 
economic development, and makes long-term loans to finance such 
development. The reconstruction phase of the Bank’s activities ended 
a few years after its organization. In this period the Bank made 
important loans to assist reconstruction in France, Denmark, Luxem- 
bourg, and the Netherlands. Since that time, it has devoted its loans 
entirely to economic development. Chart 3 shows commitments and 
disbursements by years. The Bank has made a few development 
loans to European countries, such as those for the economic develop- 
ment of southern Italy and the construction of powerplants in Austria. 
But the bulk of its loans have financed economic development in Asia, 
Africa, and Latin America. 
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(Chart 3 follows :) 


CHART 3 


| B.R. D LOANS 


” cM Mi alae ka aaa 7" 
s Mil. Ei Calendar 1947 - 1958 
or Equiv. 











' 


| a 507 so2 


| 


600}- Commitments 





497 
400 Disbursements 
J 279 
219 
200+ 
0 


1947 ‘49 i) | ‘53 ‘55 ‘57 


Disburs._ 300 199 68 75 129 226 240 298 284 289 439 541 


CONSTRUCTION LOANS MADE BY BANK 


Secretary Anperson. The largest single item for which the Bank 
has made loans is the construction of electric powerplants and the 
distribution of electrical energy. This single purpose accounts for 
about one-third of the development loans. About another third has 
been loaned for the improvement of transportation facilities, ports, 
harbors, railways, and highways. The balance of the loans have 
been for various industrial projects and agricultural reclamation and 
improvement purposes. The Bank’s activities are worldwide. In its 
12 years of operations the Bank has made over 200 separate loans 
in 49 countries amounting to $4.3 billion. 


LENDING POLICIES OF BANK 


The Bank lends only to member countries, or with the guarantee 
of member countries. When it lends to private business, the loan 
must be guaranteed by the government of the country in which the 
project is located. Each loan follows a period of intense study, engi- 
neering examination, and negotiation. The loans which the Bank 
has made have been sound and the Bank has had no defaults. 


TECHNICAL SERVICE OF BANK 


The Bank also gives extensive technical services to its members, 
assisting them in the formulation of projects and the direction of 
their capital investments into appropriate channels. These technical 
services are performed in several ways, notably by sending well- 
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planned technical missions to the member country to survey the 
entire economy. These surveys are an important guide to the Bank’s 
lending activities. 


SOURCES AND USES OF BANK’S CAPITAL 


The Bank obtains most of the funds for its loans from the paid-in 
capital subscriptions of its members and the sale of its own bonds to 
investors. The uncalled capital comprises a guarantee fund which is 
the indispensable backing for the Bank’s bonds. The bill before you 
proposes to give the consent of the United States to an increase in 
its subscription and an increase in the total capital of the Bank, 
so as to enlarge the guarantee fund. 

The Bank’s capital is divided into three parts. The first part, 
2 percent of every member’s subscription, must be paid to the Bank 
in dollars at the time the country joins the Bank. The second part, 
18 percent, is paid in by members in their own currencies and may be 
used by the Bank only with the consent of the member and under 
the conditions specified by it. The third part, 80 percent of the capi- 
tal, comprises the uncalled capital or guarantee fund. It may be 
called by the Bank only to meet its obligations on securities which it 
has issued or guarantees which it has given. 

The 2 percent and the 18 percent of capital are available for the 
Bank’s operations. Up to date, the Bank has used the entire 2 per- 
cent and approximately $1 billion out of a total of $1.7 billion of the 
18 percent subscribed capital. Member countries have agreed to make 
available to the Bank an additional $260 million within the next few 
years. About $450 million of the 18 percent capital remains to be 
released by various member countries, almost all of which are im- 
porters of capital. 


SALE OF BANK SECURITIES TO INVESTORS 


The bulk of the Bank’s funds for financing its operations has come 
not from its own capital but from the sale of securities to investors 
in the United States and abroad. It now has outstanding in bond 
issues $1.8 billion, of which $1.5 billion are denominated in dollars and 
the balance in Swiss frances, German marks, Canadian dollars, Neth- 
erlands guilders, and sterling. The bonds denominated in dollars 
have not all been sold to American investors. Some short-term issues 
have been sold entirely outside of the United States to foreign in- 
vestors, largely central banks, which have used the Bank’s bonds as 
a form of dollar investment of their monetary reserves. Moreover, 
foreign private investors have purchased the Bank’s bonds for ordi- 
nary investment purposes, in the same way as have many American 
investors. The Bank estimates that approximately 60 percent of its 
bond financing has come from American investors and the balance 
from abroad. 

Investors have recognized that the Bank has operated prudently and 
that its loans have been sound. This has done much to establish the 
high quality of the Bank’s bonds. However, the ability of the Bank 
to sell its bonds to institutional and individual investors depends in 
large part on the fact that back of the Bank’s own assets is the con- 
tingent liability of the member governments to meet the obligations 

37848—59——-2 
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of the Bank through possible calls on the uncalled 80 percent portion 
of the capital. In other words, this 80 percent portion of the Bank’s 
capital constitutes a guarantee undertaken jointly and severally by 
all the member governments to supply dollars or other currencies 
needed to meet the Bank’s obligations in the unlikely event that the 
Bank cannot meet these obligations from its own resources. There 
has been no call on the 80 percent capital, and there is little likelihood 
of a call unless there should be a drastic deterioration of the interna- 
tional financial situation. 


COMMISSION CHARGE OF BANK 


In accordance with its articles of agreement, the Bank has since 
the beginning of its operations charged ¢ a spec ial commission of 1 per- 
cent on all loans. The money obtained from these commissions has 
been placed in a special reserve and invested in U.S. Government se- 
curities. This Fund now amounts to $121 million. The Bank has 
also followed the policy, concurred in by the Governors, of adding its 
annual net earnings to a supplemental reserve against losses and this 
supplemental reserve is $260 million. The reserve policy which has 
been followed gives added reason for believing that the Bank will not 
have to call up additional capital to meet its obligations. 


BANK MUST CONTINUB TO ISSUE DOLLAR BONDS 


Why under these circumstances are we requesting the Congress to 
approve an increase in the Bank’s capital and an increase in the U.S. 
subscription? The answer is that only through these increases can 
the Bank continue issuing the dollar bonds which will provide funds 
for large-scale lending operations. 

(Chart 4 follows:) 
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The maximum contingent liability of the United States under the 
Bank’s articles is at present $2.54 billion. As I mentioned, against this 
the Bank has outstanding a funded debt of $1.8 billion. Currently, 
the Bank is lending at a rate of $700 to $800 million a year. Its bor- 
rowings in the last year amounted to $663 million, as chart 4 shows, 
and may reach a larger amount in coming years. Continuation of the 
Bank’s lending at its present rate can be successfully carried out only 
if more and more investors can be convinced that the bonds of the 
Bank are and will continue to be of the highest quality. 

In the judgment of the management of the Bank, most of the U.S. 
institutional investors and many of the non-U.S. investors in the 
Bank’s dollar securities have been willing to take up, at reasonable 
rates of interest, the increasingly large and frequent offerings of the 
Bank’s bonds chiefly because the bonds have the backing of the 
$2.54 billion representing the uncalled 80 percent portion of the U.S. 
subscription. At the current rate of lending and borrowing the 
Bank within the next 2 years will reach the limit of the U.S. guarantee, 
As the amount of funded debt of the Bank approaches this point, 
the Bank is likely to find increasing hesitancy on the part of the 
market to take up its new issues of bonds. Some investors are already 
expressing concern over the relatively small remaining margin of the 
guarantee fund. The increase in the Bank’s capital recommended by 
the Directors of the Bank will give renewed assurance to investors 
that the Bank’s bonds are and will continue to be of the highest 
quality, and should provide the basis for continued favorable reception 
of the Bank’s securities. This is the reason that we propose an in- 
crease in our subscription to the Bank along with an increase in the 
subscriptions of the other member countries. 


SUBSCRIPTIONS OF MOST MEMBERS TO BE INCREASED BY 100 PERCENT 


The proposal which the Board of Governors of the Bank has ap- 
proved by unanimous vote consists of two basic parts. The first is 
to increase the total authorized capital of the Bank to $21 billion. The 
second is to increase the subscriptions of the present members by 100 

ercent. The increase in the capital to $21 billion will provide shares 

or the increased subscriptions and also provide about $1 billion of 
shares to take care of the admission of new members and adjustments 
in the subscriptions of various members which may be made from 
time to time in the future. The 100 percent increase in the subscrip- 
tions will more than double the security behind the Bank’s bonds. 
The proposal provides that the Bank will not call up any part of 
the increased capital subscriptions unless it is necessary to meet obliga- 
tions of the Bank, which as I have already indicated is a very remote 
contingency. Unlike the original subscriptions to the Bank, the first 
20 percent of the additional capital will not be called up for use in 
the Bank’s operations, but will simply be added to the contingent 
obligations a the members in the form of subscribed but uncalled 
capital. In this way, there will be no cash expenditure required of the 
U.S. Government or other member countries. The United States will 
be increasing its contingent liability by $3.175 billion. 

There are two other features of the proposal which should be men- 
tioned. While the general increase in capital is 100 percent, the cap- 
ital subscriptions of Germany, Canada, and Japan are to be increased 
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in larger proportions. This corresponds to the special increases pro- 
posed for the quotas of these countries in the Fund. Their additional 
capital subscriptions will raise the liability of these three countries 
to an amount more in line with their current standing in the world 
economy. Second, the increase in capital subscriptions is not to be 
effective unless at least $7 billion of new capital is subseribed. In 
other words, the proposed greater contingent obligation of the United 
States to the Bank will become effective only if the members holding 
the bulk of the stock enlarge their liability at least proportionally. 


CONGRESSIONAL AUTHORITY IS NECESSARY TO INCREASE U.S, SUBSCRIPTION 
TO BANK 


The Bretton Woods Agreements Act provides that the Governor for 
the United States may not vote for an increase in the Bank’s capital 
without the authorization of Congress, and the U.S. subscription 
also cannot be increased without congressional action. The bill pro- 
poses to authorize me, as Governor for the United States, to agree to 
an increase in the Bank’s capital to $21 billion and an increase of 100 
percent in the U.S. capital subscription. As I have already noted, 
this does not call for any cash expenditure by the United States. It 
does not mean that the Treasury will have to issue any additional se- 
curities. We have had authority on the books for 12 years to issue 
Treasury securities if needed to meet our contingent obligations to 
the Bank. We have not had to use that authority, and we do not 
expect to use the authority to be given by the bill before you. I be- 
lieve that in the interests of the U.S. foreign economic policy, we 
should give this additional assurance to the investors who purchase 
the Bank’s securities, so as to enable it to continue its great work of 
financing the economic growth of the less developed countries of the 
free world. 

I would like to state again that with these increases in our sub- 

scription to the Bank and our quota in the Fund, we will be making 
important contributions to the well-being of the free world. The 
larger resources of the Fund should help it to meet the foreign ex- 
change difficulties and emergencies which may arise in the years 
ahead. The increase in the capital of the Bank will permit it to con- 
tinue to finance its lending operations through the sale of its bonds 
to American and other investors. These two institutions have dem- 
onstrated over the last dozen years that they efficiently use the re- 
sources entrusted to them to advance the economic development of 
the less industrialized areas and to promote sound international ex- 
change and financial policies. 
_ Because the United States, since the very outset, has played a lead- 
ing role in the Bank and Fund, other members are now looking to us 
for early action on this proposal to strengthen the financial resources 
of these two institutions. In his message to the Congress, President 
Eisenhower pointed out that there was real urgency for prompt ac- 
tion, I cannot emphasize too strongly that it 1s most important for 
the U.S. Government to maintain the posture of leadership which it 
now holds in connection with these proposals designed to insure fur- 
ther progress toward a better life for the peoples of the free world. I 
sincerely hope that the Congress will act promptly in this exceedingly 
important matter. 
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Thank you, Mr. Chairman. 

The Cuairman. Thank you, Mr. Secretary. That is an exceed- 
ingly well-prepared and lucid statement. 

I feel as if I almost understand what both operations are, and 
it is a very gratifying thing to find a report of such successful opera- 
tions. 

If you don’t mind we would like to ask you a few questions, I 
have about two or three, Mr. Secretary. 

Secretary Anperson. All right, sir. 


EFFECT OF INTERNATIONAL MONETARY FUND AND INTERNATIONAL BANK 
FOR RECONSTRUCTION AND DEVELOPMENT ON FOREIGN AID 


The Cuamman. Do the operations of the Fund or the Bank act in 
any way to diminish the need for foreign aid from the United 
States, especially in terms of the underdeveloped areas ? 

Secretary Anperson. I think, Mr. Chairman, that we have to rec- 
ognize that the function of the Bank and the Fund are different 
from the purposes which are provided for under the mutual security 
program. 

The Monetary Fund resources, as I have stated, are available to 
help countries meet temporary balances of payments difficulties. 

The International Monetary Fund assistance is not automatic. To 
receive assistance, the countries have to meet standards which are 
set up by an International Board of Directors; they have to take 
actions necessary to insure the stability of their currency and to over- 
come payment difficulties, and they are expected to repay the loans 
within a maximum of 3 to 5 years. 

Moreover, some of the aid recipients which are Fund members are 
currently ineligible to draw on the Fund since they have not estab- 
lished agreed par values, and I might point out—— 

Senator Lauscue. Have not established what ? 

Secretary Anperson. They have not established agreed par values. 

I might point out here that all of the countries who were original 
subscribers to the Fund were not required to pay their subscriptions 
to the Fund until they had established par values. Some of the 
original countries have not yet established those par values, notably 
Greece and Nationalist China. 

The Cuatrman. The par value of the currency ? 

Secretary Anperson. Yes. Also, a number of new members, among 
them Afghanistan, Korea, Libya, Saudi Arabia, Spain, and Vietnam, 
have not established par values of their currencies, Other countries 
have drawn virtually all they can draw under the present Fund 
volicy, and still others have been unable to establish monetary and 

udgetary and other policies that would insure such a compliance 
with the standards of the Fund that would make them eligible for 
drawing. 

Also, the Fund’s resources cannot be used to help countries main- 
tain defense establishments; they cannot be used for assistance for 
economic development. They are not used to make assistance avail- 
able for budgetary support, and the Fund does not provide assistance 
for countries with long-run persistent imbalances of payments, and 
_ are the sorts of things that mutual security programs can pro- 
vide. 











18 AMEND BRETTON WOODS AGREEMENTS ACT 


I should point out, however, Mr. Chairman, that there have been 
instances where mutual security funds, resources of the Monetary 
Fund and the funds of other American institutions have been jointly 
used in trying to solve the problems of countries. 'Two good examples 
would be Chile and Bolivia. 


WHY INCREASED BANK SUBSCRIPTION IS ENVISAGED AS PUBLIC DEBT 
TRANSACTION 


The Cuarrman. Mr. Secretary, are there reasons other than those 
of precedent for the increased subscription to the Bank being en- 
visaged as a public debt transaction ¢ 

Secretary Anperson. Yes, Mr. Chairman. 

The original Bretton Woods Agreements Act provided that the 
needs of the Bank and the Fund should be met out of public debt 
transaction operations. When the Bank issues a prospectus, the 
prospectus under which the bonds have been marketed states that— 
Section 7 of the Bretton Woods Agreements Act authorizes the Secretary of the 
Treasury of the United States to pay its subscription to the Bank from time to 
time when payments are required to be made to the Bank and for that purpose to 
use as a public debt transaction the proceeds of securities issued after July 31, 
1945, under the Second Liberty Bond Act, as amended. 

If we tried to introduce at this stage new procedure for meeting 
the U.S. contingent obligations, it would, in the judgment of the man- 
agement of the Bank, and it would in our own judgment, confuse the 
financial markets both here and abroad, and create a serious obstacle 
to the Bank’s continuing efforts to broaden its market for those 
securities. 

Now, when one looks at the Monetary Fund, this seems to be an ideal 
situation for the employment of a public debt transaction, because 
under the Monetary Fund, after we pay out the amount which we are 
required to pay in gold, all of the other payments to the Monetary 
Fund are, in eifect, in non-interest-bearing securities against the 
Treasury. 

They are held in that form until the Fund needs the money, until it 
needs dollars. Then the Fund brings the notes to us and takes the 
dollars, and when the country that has made the drawing repays the 
dollars to the Fund, the Fund refunds the dollars to the Treasury 
and takes new notes. 

I think that the chairman might be interested in the fact that I ex- 
changed letters with the President of the World Bank as to his own 
judgment, as to the effect of any new kind of arrangement with refer- 
ence to the marketability of the Bank’s bonds. In his letter the Presi- 
dent of the Bank expresses a judgment such as I have made, and if the 
chairman would like, we would be glad to put that exchange of letters 
in the record. 

The Cuatrman. I think that would be very interestin 
retary will do that. 

(The letters referred to follow :) 

Mr. EuGeNe BLAck, 


President, International Bank for Reconstruction and Development, 
Washington, D.C. 


Deak Mr. Biack: You will recall that some time ago I inquired of you as to 
the effect which could be anticipated on the marketability of securities of the 


g, if the Sec- 





—_lUS 


—— a 


AMEND BRETTON WOODS AGREEMENTS ACT 19 


International Bank if the proposed increase in the U.S. subscription to 
the capital of the Bank were provided for by appropriation instead of a public 
debt transaction, bearing in mind that the original subscription of the United 
States in the Bank was provided for through such a transaction under the 
Bretton Woods Agreements Act. Eighty percent of the original U.S. sub- 
scription in effect constitutes a guarantee for the securities issued by the Bank 
and it is my understanding that investors in this country have placed strong 
reliance on this guarantee. The whole of the proposed increase in our subscrip- 
tion would be an addition to this guarantee, for the purpose of facilitating the 
issuance of securities by the Bank beyond the amount of the existing sub 
scription. 

You expressed the opinion that such a change in the procedure for meeting 
the contingent liabilities of the United States on the Bank’s securities would be 
a serious obstacle to the Bank’s efforts to market its securities. I would 
appreciate confirmation of your views on this matter. 

Very truly yours, 
RoserT B. ANDERSON, 
U.S. Governor, International Bank for Reconstruction and Development. 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT, 
Washington, D.C., February 2, 1959. 
Hon. Rorert B. ANDERSON, 
U.S. Governor, International Bank for Reconstruction and Development, 
Washington, D.C. 

My DrAr GOVERNOR: This is in reply to your letter dated January 29, 1959, 
in which you ask me to confirm the views which I have previously expressed to 
you as to the possible adverse effect on the marketability of securities of the 
World Bank if the proposed increase in the U.S. subscription to the 
Bank were provided by appropriation instead of by way of a public debt trans- 
action, bearing in mind that the original subscription of the United States 
was provided through a public debt transaction. 

As you know, the Bank must obtain most of its loanable funds from borrow- 
ing particularly in the U.S. market. The most significant factor in the 
willingness of the United States investor to buy Bank bonds has been and 
still is the uncalled portion of the U.S. subscription in the Bank, often 
referred to as the guarantee obligation, presently amounting to $2,540 million. 
This conclusion and the reasons for it are expressed in detail in the report of 
the Executive Directors of the Bank recommending an increase in the capital 
of the Bank. I fully endorse that report and refer you to it for a more complete 
expression of the importance of the uncalled portion of the U.S. subscription 
to the marketing activities of the Bank. 

As you well know, any element of novelty or complexity is a serious obstacle 
in marketing securities, even those of high intrinsic investment quality. When 
the Bank started to borrow in the U.S. market, some 11 years ago, it had to over- 
come the obstacle that it was a novel institution with an unusual capital struc- 
ture. Early in 1947, therefore, the Bank began and has since actively carried 
on a broad program designed to inform U.S. investors of the nature of the Bank, 
the meaning of its capital structure and the resources behind its securities, in- 
cluding in particular the United States guarantee obligation. The Bank also 
devoted much effort to giving information on these matters to Federal and 
State regulatory bodies having jurisdiction over institutional investment and to 
leading rating services on which both investors and regulatory bodies rely. 

One of the essential points to which investors, rating services and regulatory 
bodies have attached great significance has been the mechanics of payment of 
the U.S. guarantee; they have wanted to be completely assured that payments 
under this guarantee would be made immediately if it ever became necessary 
to call on it to meet the Bank’s liabilities to its bondholders. Accordingly, they 
have given careful attention to and have required full information about the 
method provided by the Bretton Woods Agreements Act for payment of the U.S. 
subscription. Under this act, as you know, payment of the subscription of the 
United States to the Bank, including payment of the guarantee obligation, is to 
be met through public debt transactions. This method of payments has been 
expressly described in every prospectus under which bonds have been marketed 
in the United States. In this regard these prospectuses have stated as follows: 
“Section 7 of the Bretton Woods Agreements Act authorizes the Secretary of the 
Treasury of the United States to pay its subscription to the Bank from time to 
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time when payments are required to be made to the Bank and for that purpose 
to use as a public-debt transaction the proceeds of securities issued after July 
31, 1945, under the Second Liberty Bond Act, as amended.” 

Investors, rating services and regulatory bodies after full study of these mat- 
ters have now become familiar with the manner in which payments would, if 
necessary, be made on the U.S. guarantee obligation and the Bank’s bonds 
enjoy wide and ready acceptance in the U.S. market. To introduce at this stage 
a new procedure for making payments under the proposed increase in the U.S. 
subscription would, in my opinion, confuse the market and create a serious ob- 
stacle to the Bank’s continuing efforts to maintain and broaden the market for 
its securities. Since the entire purpose of the proposal to increase the U.S. 
subscirption in the Bank is to bring about an effective increase in the Bank’s 
borrowing power, it seems to me highly desirable that the mechanics of meeting 
any payment of U.S. contingent obligation on its increased subscription should 
be the same as now provided for its existing subscription under the Bretton 
Woods Agreements Act. 

Sincerely yours, 
EUGENE R. BLAck. 


REASONS FOR PLACING INCREASED QUOTA IN FISCAL YEAR 1959 BUDGET 


The Cuatrman. One further question, Mr. Secretary, I understand 
the proposed increases in the Fund’s resources will not become effec- 
tive until next fall. Would you therefore explain why these com- 
mitments should appear in this year’s, 1959 fiscal year’s budget, rather 
than in fiscal year 1960? 

Secretary Anpeson. Mr. Chairman, I think there are a number of 
reasons. It is true that the Fund at the end of 1958 had a substantial 
unused amount of resources, if you take gold, U.S. and Canadian 
dollars, German marks; at the end of December the Fund had $2.7 
billion of those resourc es, which are the principal ones. 

However, at the same time the Fund had commitments under stand- 
by arrangements amounting to more than $900 million, and this re- 
duced the amount available for additional drawing for standby 
arrangements to $1.8 billion. 

I think we must remember also that the member countries had draw- 
ing rights under the gold tranche which is given to them almost with- 
out question, and the first credit tranche which is given to each of the 
member countries quite liberally totaling $1.1 billion. If you add 
these together, this means there was remaining to meet other demands 
which would arise from emergencies only $700 million, and this was 
equal to the unused drawing rights within the second credit tranche. 

I think one has to remember that the Fund represents a pooling of 
reserves, and that the confidence of the member countries in the 
capacity of the Fund to meet emergency demands is weakened if 
the members feel that the Fund’s resources will be drawn down or 
exhausted at the time when a substantial number of the member 
countries would ask for help. 

I think I might point out here that in 1956 and 1957, which the 
chairman will remember as the crisis largely brought on by the Suez 
situation, the standby arrangements as at the end of December 1955 
were $62.5 million; ‘but 1 year later at the end of December 1956 
standby arrangements, not counting the drawings, had gone up to 
$117 billion. 

Now, if there should develop a situation in which the demand for 
2 years 1956 and 1957 largely centering on U.S. dollars should 
recur, current holdings of funds outside of the drawing rights of 





—_ 


© 8 2 rei 


@e 


— ee iS 


re = OO ve 


— SO a 


we) Sa a! Po 


QF Ses" =", —l lO 


AMEND BRETTON WOODS AGREEMENTS ACT 21 


countries in gold and first credit tranches would simply not be suffi- 
cient. If you got down to too low a point, you would have what is the 
equivalent of a run on the Fund, because all of the countries would 
start drawing funds out. One has only to look at the kind of tensions 
that could be created by a Berlin situation, whether or not there is 
ever any real activity over this situation, to realize that a large num- 
ber of countries might have a recurrence of need equal to or larger 
than that growing out of the Suez situation, and that might happen 
within a matter of months. 

I should like to add one other situation which I deem to be of 
great importance, and that is that the United States has taken a 
position of real leadership here. We have asked that all countries 
consider this as a matter of urgency. I think it is significant that un- 
der these terms when the countries were asked to vote on the 21st day 
of December, the proposal to recommend the Bank increase was ap- 
proved unanimously within 80 days, and every member country 
except one approved the increase in the Fund, and I believe that one 
was largely because of a misunderstanding. I think that it is impor- 
tant that we maintain this position of leadership. 

For example: The British Government has recently consulted with 
us as to the proposals which we were making to the Congress. The 
proposal of the United Kingdom has now gone through its second 
reading in Parliament. Two Latin American countries, depending 
also upon the United States acting promptly, have offered their 
subscription to the Fund and to the Bank. 

The Cuarrman. Which countries are those? 

Secretary ANperson. Ecuador and Guatemala. 


TREND IN DRAWINGS ON INTERNATIONAL MONETARY FUND 


The Cuarrman. What has been the trend in the last 6 months of 
the drawings on the Fund? Have they been going up or going down 
during the past 6 months? 

Secretary Anperson. Mr. Chairman, I don’t have it on a 6-month 
basis. My judgment is that they have gone off slightly below the 
past 2 years; they have not been as severe. 

The Cuamman. They have decreased since the time of the Suez 
crisis ? 

Secretary ANperson. Yes, that is correct, sir. 

The Cuarrman. Suez produced almost a panic, did it not? The re- 
quirements for foreign exchange were very extraordinary, were they 
not? 

Secretary Anperson. Well, you really had two things happen. You 
had the Suez situation, and you had the exchange crisis which de- 
veloped in 1957. 

The CuHamman. Was that not largely brought on by Suez? 

Secretary Anperson. It was certainly influenced by Suez. 

The Carman. Your chart No. 1 indicates there has been a very 
substantial drop in the requirements on the Fund since 1957. 

Secretary Anperson. That is correct. 

The Cuamrman. I wonder if you have more current information 
than that chart shows. 

Secretary ANpERsoN. We do have it. It is still turning down. 
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The Cuarrman. Still turning down. 
Does the Senator from Rhode Island have a question ? 


PERSONNEL OF INTERNATIONAL BANK FOR RECONSTRUCTION AND DE- 
VELOPMENT AND INTERNATIONAL MONETARY FUND 


Senator Green. I would like to ask one or two, if I may. 

It is my understanding that the Fund and the Bank employ over 400 
and 500 personnel, respectively. How many of these leads are 
citizens of the United States? 

Secretary Anperson. Let me speak first for the Fund. 

At the end of the Fund’s fiscal year 1958, which was April 30, 
1958, there were 418 full-time employees on the staff. They repre- 
sented 50 nationalities, and slightly under 50 percent of the em- 
ployees were U.S. nationals. 

If you take the senior staff members, which are those with salaries 
of $10,000 and above, slightly less than 50 percent were U.S. na- 
tionals, 

Secretary Anperson. As to the Bank: At the end of June 1958 
the Bank had 582 full-time employees, of whom 261, or 45 percent, 
were U.S. nationals, and of the U.S. employees, 117 held professional 
positions and 144 were nm sions 

The Bank had 135 employees in the senior staff, that is, with sal- 
aries above $10,000, and 67, or about 50 percent of these were U.S. 
nationals. 

Senator Green. Thank you. 

Now on another matter: 


LOANS BY INTERNATIONAL BANK FOR RECONSTRUCTION AND 
DEVELOPMENT 


Throughout your report you made reference to the basis of your 
loans and assets. Have you assumed entirely that they are gold? 

Secretary Anperson. Is the Senator referring to the Bank or the 
Fund? 

Senator Green. The Bank. 

Secretary Anperson. No, they are not entirely in gold. They are 
loans in various currencies. There have been loans in predominantly 
U.S. dollars, but there have been loans of deutsche marks, pounds ster- 
ling, Dutch guilders, Canadian dollars, and 

Senator Green. Can you give us the figures? If not, could we have 
them later for the record ? 

Secretary Anperson. There is quite a long list, Senator Green. I 
would be glad to read it, but if you would like, I will insert it in the 
record for all of the years through 1958, giving each country’s cur- 
rency as it has been used. 

Senator Green. Well, since you have it readily available, I think 
we would like to have it for the record. 

Secretary ANperson. All right, sir. It is here. 
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(The information referred to follows :) 


International Bank for Reconstruction and Development loans classified by 
currency lent 


{In millions of U.S. dollars] 






































| Disbursements 
1947-51 1952 1953 1954 1955 1956 1957 1958 Total 

Australian pounds_________- ; . ; 6.8 9.7 16.5 
Austrian schillings_____- 0.2 0.1 0.8 0.9 6 3.5 6.1 
Belgian francs ------------- 2.1 1.3 1.6 7 “a 5.5 8.0 8.4 28. 0 
Burmese kyats---.- ae 3 .3 
Canadian dollars... aa ahatl 17.6 | 12.7 21.2 | 15.8 14.7 14.2 8.8 5.0 110.0 
Ceylon rupees. - . . | | 5 5 
Danish kroner ¥ 2 | 5 .4 8 2 1.8 -4 1.8 6.1 
Deutsche marks----.-_-_-. 2.8 5.1 15. 6 24.5 49.5 97.5 
Finnish markkas_ _- ext ua 3 
French francs----- -- | 1.0 | 6.4 7.8 6.9 2.3 7.5 3.3 5.6 40.8 
Indian rupees... oa 7.2 7 
Iranian rials-- - - a 5 fit f 2.3 3.0 
Iraqui dinars Bi oe ; | «al a 
Irish pounds-- | 5 4 rt 
Israeli pounds - - | a) -5 
Italian !ire oe] 1.2 1.6 .9 | 2.7 7.0 5.9 15.3 34.7 
Japanese yen . wa ae 2.4 7.5 19. 6 29.5 
Luxembourg frances __ 1 | 5 .6 
Malayan dollars aa = 
Mexican pesos __ A aid gd Siiwacny Snes oe o Aa 4.6 | a 6.5 
Netherlands guilders... __ ee 5 3.0] 19.6 7.8 | 8.3} 10.4 49.7 
Norwegian kroner | a oh 1 1.3 1.5 3.1 
Pakistan rupees___.____- | | ; a 28 
South African pounds.____- .6 |} 1.5 a3} 1.5 | ; 2.1 | 3.0 10.9 
Sudanese pounds | : 6 .6 
Swedish kroner 2 8 1.4 | 9 | lil] 8&8] 1.6 14.8 
Swiss francs__-_-- r° S&F) *6@¢ 27.7 37! 6 64 18.0 52. 4 5.4 138. 4 
Pounds sterling. | 2.8 4.4 9.2 14.7 | 17.7 23.7 | 48.0 53.1 173. 6 
U.S. dollars___ 738.9 | 191.5 | 167.3 235.9 | 211.1 } 182.3 | 244.2 332. 6 | 2, 303.8 
Venezuelan bolivares __- | mal ; Pes 1.8 an 1.9 
Yugoslav dinars - = | Eat | an 1.4 | 1.5 

Total......- | 770.8] 225.7] 239.8 | 208.1 | 284.5] 289.0| 439.1] 540.8 | 3, 087. 8 














Senator Green. I assume throughout that you are taking gold as 
the basis. 

Secretary Anperson. The values of the various currencies are 
related to gold in this sense, Senator Green, that if a country joins 
the Fund and declares a par value for its currency, it is supposed to 
maintain exchange rates within 1 percent of that par. If the par 
value of the currency is reduced, the Fund has a right to call for 
additional currency. If the par value of the currency should be 
increased as related to U.S. dollars, then the country would have a 
right to be reimbursed a part of its currency. 

Senator GREEN. Suppose it goes down instead of up? 

Secretary Anperson. Then it would have to add to its currency. 

Senator Green. There is no fixed basis on the assets ? 

Secretary AnpeRson. Yes, there is a fixed basis in that all of the 
countries are required to declare a par value at some time, and this 
par value is related to either gold or dollars. 

Now thereafter it undertakes an obligation to maintain that its 
currency will not fluctuate from that par by more than 1 percent. 
If it does fluctuate, the country has to put in new currency if it goes. 
down, or the country takes back currency if the value of the currency 
goes up. 

Senator Green. Does that vary from nation to nation ? 

Secretary AnpErson. Yes, the par values may vary. 
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Senator Green. Will you prepare a statement showing the par 
values of the different nations ? 

Secretary ANpERsSON. We can provide you that information for the 
record. 

Senator Green. All right. Insert that, too. 

(The information referred to follows :) 
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Par values 




















Date when Par in Date when Par in 
Country existing par | U.S. cents Country existing par |U.S. cents 
established per unit established per unit 
OID 8. oc cccccnue Jan. 9,1957 5. 555 canine rian cea a Sept. 20, 1949 280. 000 
es Sept. 18, 1949 224.000 || Ireland__.....--- May 14,1958 280. 000 
ee May 4,1953 3.846 || Israel_. ss Be Mar. 13, 1957 55. 555 
Belgium......-...-.-..--| Sept. 22, 1949 2.000 || Japan... * May 11,1953 .277 
NEE Misi bi ie incic eine .-| July 14, 1948 6.406 i): Jerden 4....-............| Oc. 2, 1068 280. 000 
ee ee ee 21.000 |} Lebanon !. July 29,1947 45. 631 
Rs adi Sieh seesseonngnce Jan. 16,1952 21. 000 Luxembourg. ..- r Sept. 22, 1949 2.000 
a --| Oct. 5,1953 . 909 || Mexico ae | Apr. 19, 1954 8. 000 
a eee Dec. 17,1948 51. 282 || Netherlands- ------- | Sept. 21, 1949 26.315 
Costa Rica 3............-| Dec. 18, 1946 17.809 || Nicaragua ?__.. | July 1, 1955 14. 285 
te od: Bttbainitiae ace ee. 100.000 |} Norway. _---- 7 ..| Sept. 18, 1949 14. 000 
Denmark..----- — Sept. 18, 1949 14.477 || Pakistan_--- --.-----| July 31, 1955 21. 000 
Dominican Republic....}| Apr. 23,1948 | 100.000 || Panama ..--| Dee. 18, 1946 100. 000 
Ecuador ?__~-_- poxasccel aes RaEeee | 6.666 || Paraguay !__.- aaa Mar. 1, 1956 1. 666 
E] Salvador. -.--- Dec. 18, 1946 40.000 || Philippines_- - Dec. 18, 1946 | 50. 000 
Si igetio acacia dinnis 20... 40. 250 |} Sudan * July 23, 1958 287. 156 
GS fee wha Sept. 15, 1957 .312 || Sweden__.. bis Nov. 5,1951 19. 330 
France... fe | Dec. 29, 1958 . 202 ||] Turkey ?__. June 19, 1947 35. 714 
Germany, Federal Re- Union of South Africa.__| Sept. 18, 1949 280. 000 
yublic._..- kina Jan. 30,1953 23. 809 |} United Arab Republic: 
Ghana..-_.__- siockiaitcad Nov. 5,1958 | 280.000 Egypt 2...- ..| Sept. 19, 1949 287. 156 
Ce og eee des Dec. 18, 1946 100. 000 || Syria !-.. July 29, 1947 45. 631 
Haiti aes ee 20.000 || United Kingdom_._.....| Sept. 18, 1949 280. 000 
Honduras. - - -- accnccen) Sane 18,1906 50.000 || United States... _- Dec. 18, 1946 100. 000 
Tceland..............----| Mar. 20, 1950 | 6.140 || Venezuela. ----] Apr. 18, 1947 | 29. 850 
I esishadtacintectt eink ys hein once ty a 21.000 || Yugoslavia 2___- ...| Jan. 1,1952 . 333 
PR eatinticne ‘ ..| May 22, 1957 1. 320 





1 Transactions carried out in a free market; par value not maintained. 
? Multiple rate system; some or most transactions not at par value. 


EFFECT ON MEMBERS IN CASE OF WAR 


Senator Green. What would happen, in case of a great war, to the 
value of your securities? What would be the effect on the different 
nations which make up this organization ? 

Secretary Anperson. Well, in the case of the Fund, if there is a 
drawing against the Fund, whatever the currency drawn is, it has to 
be repaid either in gold or in a convertible currency. So that the 
effect which war may have would be largely measured by the effect 
which war would have on convertible currencies of the world. 

Senator Green. Some people would lose the war and the assets of 
the nation which loses the war, would be nil in your account, would 
they not ¢ 

Secretary ANpErson. Well, I might point out there if one is trying 
to differentiate between what we call free world or the Russian world, 
or the Iron Curtain countries, there are no Iron Curtain countries 
that are subscribers to either the Bank or the Fund, and the Bank or 
Fund provides aid only to its member countries and would not be 
providing aid to the others. 

Senator Green. I don’t think I have any more questions. 

The CuarrmMan. Senator Wiley. 

Senator Witey. Yes. You are one of the Governors of the Bank, 
are you? 
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Secretary ANDERSON. Yes, sir. 

Senator Witry. What have you got to do with the Monetary 
Fund? 

Secretary ANperson. I am the Governor of both, Senator. 


NECESSITY OF PROPOSED INCREASES 


Senator Wirery. Is it your judgment that an increase of 50 per- 
cent from $2,750 million, to $4,125 million, in the Monetary Fund, 
is necessary ? 

Secretary Anperson. Yes, sir; I think that it is. 

Senator Witey. And it is your judgment also that the capitaliza- 
tion of the International Bank should be doubled and that the U.S. 
subscription should be accordingly increased from $3.175 billion to 
$6.35 billion ? 

Secretary Anperson. That is correct, sir. 


SUCCESS OF INTERNATIONAL MONETARY FUND IN INTERNATIONAL 
COOPERATION 


Senator Witry. Has the Fund been very successful in the field of 
promoting international cooperation ? 

Secretary Anperson. I think, Senator Wiley, that the Fund has 
performed invaluable services in the field of consulting with and 
advising with member countries. Where they are called upon by 
members, they go in very objectively to look at the internal financial 
operations of countries, including their credit policies, their budget- 
ary policies, their policies with respect to currencies. They look, as 
well, to their import and export restrictions, policies concerning them. 
They are able to give a kind of objective advice to those countries 
which, in my judgment, it would be difficult, if not impossible, for 
one sovereign country to give to another sovereign country, and I 
regard this function of the Fund as an exceedingly important one. 


ROLE OF INTERNATIONAL MONETARY FUND IN STABILIZING FOREIGN 
EXCHANGE 


Senator Witry. Well, has it also contributed toward stabilizing 
foreign exchange? 

Secretary Anperson. I think that it has done so. I think both 
through the consultations of the Fund and the drawings on the Fund 
that a substantial contribution to stability has been made. For ex- 
ample, I do not believe, in the absence of having both the actual and 
the potential reliance upon the resources of the Fund, we would 
have seen as much of a step taken toward convertibility by the major 
European countries as was undertaken in December of this year. 

Senator Witey. There is a difference in the handling of funds. 
The money from the International Monetary Fund, that is between 
nations, is it not? In other words, only nations get the credit. hey 
are the ones involved. 

Secretary Anprrson. Yes, that is correct. 
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LENDING POLICY OF INTERNATIONAL BANK FOR RECONSTRUCTION AND: 
DEVELOPMENT 


Senator Wizzy. Now in the case of the International Bank, is it 
a question of lending funds for projects outside of national problems? 

Secretary Anperson. The World Bank can lend to governments, 
and if it so desires, it can lend to private individuals, but in the latter 
event it requires the guarantee of the government where the loan 
is made. 

Senator Witey. I think you stated that the Bank has been success- 
ful in financing economic developments by making sound loans repay- 
able in the currency loaned. That is correct, is it not? 

Secretary AnperSoNn. That is correct. 

Senator Waser. And through the operation of the Bank the United 
States is able to spread the burden of the economic development of 
underdeveloped areas of the world to other well-developed countries, 
such as Canada and Germany. They assume part of that burden, 
don’t they ? 

Secretary Anperson. That is correct, and they take a part of it not 
only in their subscriptions to the Bank, but about 40 percent of the 
securities which have been issued by the World Bank are held abroad. 

Senator Wirey. I think you made some statement about how much 
we put into the jackpot. ‘There is so much gold that goes in, in one 
instance, and our credit, in the other case, is it ? 

Secretary Anperson. Are we talking about the Bank, now, 
Senator? 


Senator Witey. Yes. ; 
Secretary ANverson. Originally all of the subscribers to the Bank 


paid in 2 percent of their subscriptions in gold. They paid in the 
next 18 percent in their own currencies. The remaining 80 percent was 
subject to being paid in only when the Bank would need it to meet any 
default on its own obligations. 

Now, with reference to what we are now proposing, we will not pay 
and neither will any other member country pay the 2 percent in gold, 
nor will we pay the 18 percent of the currency of the country. But 
the entire 100 percent will simply be added to the guarantee fund 
which is now represented by the previous 80 percent. 

So that all we will be doing will be increasing our contingent 
liability by $3,175 million in the unlikely event that the Bank should 
ever default on its own obligations. 

Senator Witey. What I am getting at is that from the U.S. view- 
point, an increase in the capital of the Bank is an efficient way of 

roviding a long-term loan for development because there will be no 
Seaeoahty cash demand on the U.S. Treasury. 
Secretary ANpERsON. That is correct, sir. 


REASONS FOR INCREASING U.S. QUOTA IN INTERNATIONAL MONETARY FUND 


Senator WitEy. Well, now, let’s go back to the Fund again. 

The increase in the international financial transactions and general 
world trade indicates that an increase in the members’ quotas is neces- 
sary to meet the ordinary stabilization needs of the members. 

Is that your conclusion? _ 

Secretary AnpERSON. That is correct, sir. 





- 
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Senator Witey. Well, now, let’s find out something else. The draw- 
ing on the Fund in the past 2 years has been large. In the light of 
these experiences the amount presently available for drawing would 
not be adequate if future emergency calls on the Fund were made 
comparable to those of recent years. Is that one of the reasons why 
the Fund should be extended ? 

Secretary ANDERSON. Yes, sir. 

Senator Witry. From the U.S. viewpoint, the Fund, you say, is an 
efficient way of providing short-term assistance since the resources of 
the Fund are used on a revolving basis. Dollars from the U.S. sub- 
scriptions are provided to the Fund as needed, and when not needed are 
promptly returned to the U.S. Treasury in return for non-interest- 
bearing demand notes, is that correct ? 

Secretary ANDERSON. That is correct, sir. 

Senator Witry. Other countries with strong economies, such as 
Canada and Germany, contribute part of the assets usable by the 
Fund. 

Now, is this all in the interest of economic stabilization? Is it all in 
the interest of trying to maintain peace ¢ 

Secretary ANnpErsoN. Well, as I said in my statement, I think that 
it is an effort, as the articles of the Fund provide, to maintain a stable 
currency in the various countries of the world, and to make provision 
for temporary imbalance which may result in part from seasonal 
fluctuations, and may result from the happening of political events. 
It might result from economic conditions within the country ; it might 
result from improper practices which countries would follow. 

All of these mould be reasons why drawings against the Fund might 
be made. 

I think what we are saying here is that all of these countries, so 
long as they have the knowledge that there is an adequate secondary 
line of reserves to which under appropriate circumstances they can 
turn to take care of their imbalances, whether for one reason or the 
other, that there is engendered confidence in the countries, a willing- 
ness to undertake monetary and fiscal and budgetary reform policies, 
and 





WORKINGS OF INTERNATIONAL MONETARY FUND 


Senator Witry. My final question is: 

This is not a giveaway program ? 

Secretary ANpeRsoN. No, sir. 

Senator Witry. This is what you would call in the vernacular of 
the street a business proposition, is that it? 

Secretary Anperson. I would call that a pooling of effort in all of 
the free countries in the world. 

Senator Witry. The nations involved unite into an economic setup 
with the idea of sustaining each other in time of crisis? 

Secretary AnpErsON. That is correct, sir. 

Senator Witry. And it also provides that in time of need within a 
country, business and individuals, if they can provide adequate se- 
curity, guaranteed by the country, can get help. 

Secretary ANpERsON. That is correct, sir. 

Senator Witey. That is all. 
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The Cuarrman. Senator Sparkman. 

Senator SparKMAN. Mr. Secretary, first I want to say that I think 
this is a very fine statement that you have given us. It is a fine ex- 
planation of the workings and the record of the Fund and the Bank. 

I have a very few questions to ask you, but I do want to ask them to 
clear up my thinking. 


MEMBERSHIP IN BANK AND FUND 


For instance, you said that there are 68 countries in the Fund and 
inthe Bank. Itisnecessary to be in both to be in one? 

Secretary ANprerson. Not necessarily so. There has been a paral- 
lelism from the beginning as to the membership. 

Senator SparKMAN. You have exactly the same in each. 


REPAYMENT RECORDS OF FUND AND BANK 


In your table 1, you show the repayment record of the Fund. I 
am curious to know what the record has been with reference to the 
Bank. I don’t recall that you said anything in your statement about 
the repayment record for the Bank. 

Secretary AnpErsoN. There have been no defaults whatsoever. 

Senator SparkMAN. No defaults whatever. Everything has been 
paid up to date? 

Secretary ANDERSON. Yes, sir, everything is current. 

Senator SPARKMAN. They are long-term loans? 

Secretary Anperson. They are mostly long-term loans. 

Senator Sparkman. That is right. I recall that you did say that. 


PAR VALUES OF CURRENCIES 


Now, I am not sure that I understood what you said about the 
situation of a country that had not yet established par value on its 
currency. Did you say that it was not able to draw on the Fund, or 
did you also say that it had not yet made its payment into the F und? 

Secretary Anpverson. In the beginning, when the Bank was set up, 
the provisions provided that no country should have to make its 
contribution to the Fund until it had established a par value for its 
currency. 

Now, most of the countries proceeded immediately to establish a 
par value. Some countries established a par value and went off of it, 
for example Canada and Peru. 

The countries that have not established a par value are Afghani- 
stan, China, Greece, Indonesia, Italy, Korea, Libya, Malaya, Morocco, 
Saudi Arabia, Spain, Thailand, Tunisia, Uruguay, and Vietnam. 

However, every one of those countries has paid in some gold except 
three, Greece e, Iraq, and, in effect, Nationalist China, 

Senator Sparkman. Then for all practical effects, Greece, Iraq, 
and Nationalist China are not really in it, are they? They are in 
it in name? 

Secretary Anperson. They are not in it for purposes of drawing— 
they could not borrow. 

Senator SparKMAN. From a legal standpoint. But all the others 
are? 


=~ 
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Secretary Anperson. That is correct. 

Senator SparkMAN. If a country has paid its gold but has not yet 
established par value, what would be its situation if it needed to draw 
on the Fund ? 

Secretary ANDERSON. It would have to complete the payment of 
its currency portion of the subscription. 

Senator SpaRKMAN. Does the same thing apply to the Bank? 

Secretary ANperson. No, it doesn’t. In the Bank, all of the coun- 
tries were required to pay in 2 percent of their initial 

Senator SparkMAN. In gold or dollars, and 18 percent of their own 
currency. 

Secretary ANperson. Eighteen percent of their own currency. 
There was the other added provision when they paid in the 18 percent 
of their own currency, they could, if they wanted to, impose restric- 
tions on where and how it could be spent. 

Now, the United States and Canada and Germany, Great Britain 
and the Netherlands, and a great many of the countries have given 
the Bank the right to use the 18 percent of their paid-in subscription. 
Some of the other countries have not yet done so. The Bank is 
constantly working, trying to get them to release it for use. Some of 
them have released it under restrictions on it so it could not be 
loaned, say, outside of their own country. 

The CuatrMan. Will the Senator yield ? 

Senator SpaARKMAN. Yes. 

The Cuarrman. I did not understand the answer to the previous 
question. You asked about a situation where a country has not 
established par, or not paid in. 

But the question not established is, supposing they have paid in 
their 2 percent but have not established par. 

Secretary Anperson. Mr. Chairman, if a country has not estab- 
lished par and has not paid in anything—— 

The CHarrman. But has paid in something. 

Secretary ANDERSON. Al right, has paid in its gold. Then the 
only way in which it can draw is to pay up its currency commitment. 

The Cuarman. And it does not have to establish par. You never 
made clear whether or not having paid in its money it can borrow 
without having established a par which it must live up to. 

Secretary Anperson. There is an exception; if a country was oc- 
cupied by an enemy in the last war, it could borrow from the Fund 
without establishing a par value; otherwise it would have to estab- 
lish a par value. It would have to pay in its currency and establish 
a& par. 

The CHamrman. Does that exemption continue forever? 

Secretary Anperson. It was in part of the original articles of the 
Bretton Woods Agreement. 

The Cuarrman. Which countries does that affect ? 

Secretary ANnperson. I would have to check through the list in 
order to be accurate, and I will do it for you. 

(The information requested follows :) 

The articles of agreement provide that original members must declare an ini- 
tial par value as a condition to drawing against the Fund’s resources. However. 
this requirement may be waived in any case where the member was occupied 
by the enemy in World War II. Three original members have not declared 


initial par values: Nationalist China, Greece, and Uruguay. Of these three, the 
387848—59—_—3 
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first two were occupied by the enemy and accordingly could be allowed to draw 
although not having an initial par value. A fourth country, Italy, was admitted 
to membership in 1946 and the membership resolution extended to Italy the same 
treatment. Hence Italy also could draw on the Fund although not yet having 
established an initial par value. However, none of these countries has actually 
drawn. 

As to the members admitted to the Fund since 1946, the Executive Board of 
the Fund decided that it would be prepared to recommend to the Board of Goy- 
ernors that permission to use the resources of the Fund be granted even though 
an initial par value had not yet been established, in those instances where the 
country was occupied by the enemy during the war. At the request of Indonesia 
and Thailand, this action was taken, and in fact Indonesia has drawn on the 
Fund’s resources. The following countries also have not established initial par 
values: Afghanistan, Korea, Libya, Malaya, Morocco, Saudi Arabia, Spain, Tu- 
nisia, and Vietnam. Of these countries Afghanistan, Saudi Arabia, and Spain 
were not occupied by the enemy and accordingly would not be able to draw 
against the Fund until an initial par value is established. The other countries 
were accupied by the enemy and the Board of Governors could modify the mem- 
bership resolutions so as to permit them to draw notwithstanding the fact that 
they have not established initial par values. 

The Cuarrman. But outside of those, other countries must not pay 
in the money but establish par also in order to make a loan? 

Secretary ‘Anperson. That is correct. 

The Cuareman. I wanted the record to be clear 

Senator SparKMan. That applies to the Fund, that. does not apply 
to the Bank because there is no par establishment necessary with the 
Bank. 





MEMBERSHIP IN BANK AND FUND 


Secretary Anperson. No, but you have to be a member of the Fund 
before you can be a amber of the Bank. You asked awhile ago and 
it was not quite clear in my reply to you. While it doesn’t work vice 
versa, before you can be a member of the Bank you have to be a mem- 
ber of the Fund, so the Bank has that much protection. 

On the other hand, you see, the Bank can make loans to individuals 
as well as to governments, and it may make a loan to an individual of 
one nationality for an investment in a country of a third nationality. 

Senator SparKMAN. Now, isn’t it true that the Bank can make a loan 
to an individual only if the goverment backs it up ? 

Secretary Anperson. Where the country, where the loan project is, 
yes. 

Senator SpARKMAN. Soa country can be a member of the Fund with- 
out being a member of the Bank, but cannot be a member of the Bank 
without being a member of the Fund. 

Secretary Anperson. That is correct, sir. 

Senator SpaRKMAN. Let me ask you this. Suppose a country has 
paid its gold into the Fund and has not established par with the Fund. 
What is its status with reference to borrowing from the Bank? 

Secretary ANDERSON. It can still borrow from the Bank. 

Senator SparkMAN. Provided it has made its 2 percent deposit in 
gold: and 18 percent deposit in its own currency / 

Secretary Anperson. Provided it isa member of the Bank. 

Senator SpARKMAN. And backed up its funds with its pledge ¢ 

Secretary ANDERSON. Yes. 

Senator SPARKMAN. You say there are no Iron Curtain countries in- 


cluded ? 
‘’ ry. e . 
Secretary Anperson. That is correct, sir. 
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Senator SPARKMAN. I presume that includes the satellite countries 
such as Poland, Czechoslovakia. What about Yugoslavia ¢ 

Secretary ANDERSON. Yugoslavia is a member of both. 

As a matter of historical importance, the Soviet Union did attend 
the Bretton Woods Conference, but it failed to join the Fund and the 
Bank when they were organized. 

Senator SPARKMAN. Wouldn't they be eligible to join if they asked 
to! 

Secretary ANpbERSON. It would have to be agreeable to the other 
members. Russia does not have any rights growing out of the fact 
that it attended the Bretton Woods Conference. 


APPROVAL BY MEMBERS NECESSARY BEFORE COUNTRIES ADMITTED TO FUND 
AND BANK 


Senator Sparkman. As I understand it, membership is open to any 
country in the world, but a country has to be accepted by a vote of the 
other members ? 

Secretary ANDERSON. That would be correct. 

Senator SPARKMAN. Must it be a unanimous vote ? 
Mr. SourHarD. A maitority vote. 
Senator Sparkman. Mr. Secret ary, let me ask you this question: 


WHY ALL COUNTRIES ARE NOT MEMBERS OF FUND AND BANK 


It seems this is a good plan for stabilizing currencies, trade, eco- 
nomic conditions on a worldwide basis. W hy are some countries not 
members? There are only 68 members, but there are 85 or 90 coun- 
tries in the world, aren’t there ? 

Secretary Anperson. I would judge that part of the reason is that 
you cannot become a member of the Fund until you pay in your 25 
percent. of your subscription in gold. You can’t become a member 
of the Bank until you become a member of the Fund, and the coun- 
tries just feel . 

Senator SparkMAN. Some of them feel they are unable to do it? 

Secretary ANprERsON. Yes. 

Senator SparKMAN. By the way, is Switzerland a member ? 

Secretary ANDERSON. No; they are not. 

Senator ‘SPARK. 1N. Switzerland cannot be a member of any inter- 
national organization, is that right? 

Secretary Anperson. I don’t know of any constitutional prohibi- 
tion against it. They were not invited to the original conference at 
Bretton Woods because they were neutral throughout the war. 

We have a number of business relations with Switzerland, and 
there are banking operations between Switzerland and the Bank. It 
is, | would say, a cooperating countr y, but it is not a member. 

Senator SparKMAN. I have heard it said there was a constitutional 
prohibition against its becoming a member of any international or- 
ganization. 

Secretary Anperson. There may be, but I have not been aware of 





it. 


Senator SparKMAN. You mentioned Switzerland being a neutral 
How about Sweden, is Sweden a member ? 
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Mr. Sourmarp. It was not an original member. 

Secretary Anprerson. It was not an original member but came in 
later. 

Senator Sparkman. That is all. 

The CHarrMan. Senator Aiken. 

Senator Arken. My questions are so elementary I almost hesitate 
to ask them; however, if I didn’t ask them, I wouldn’t know. 

The Carman. This is the time to ask them. 


INCOME DERIVED FROM INTERNATIONAL BANK FOR RECONSTRUCTION AND 
DEVELOPMENT 


Senator Arxen. The first one is: What income does the United 
States derive from paid-up subscriptions to the World Bank ? 

Secretary ANpERSON. Senator Aiken, we do not deprive any income. 
As I pointed out in my statement, the Bank makes a 1 percent service 
charge to all borrowing countries, and that goes into a special reserve 
account, and then its normal earnings, w hich are the interest earnings, 
go into a reserve account against losses. 

Now, we have had up from time to time whether or not the Bank 
ought to pay a dividend. I have not favored a dividend, as the 
American Governor, for two reasons : 

Primarily, one, I would like to see the lending resources of the 
Bank increased through its earnings, and to provide an additional 
cushion against the possibility of loss so as to minimize the possibility 
of its ever calling on the countries like the United States for their 
uncalled capital. 

In the second place, I visualize these institutions not as perform- 
ing their primary function in earning dividends, but in performing 
their primary function for accomplishing the purposes for which 
they were created, and that is, the development of underdeveloped 
countries, the stabilization of. currencies, the expansion of world 
trade, and this sort of thing. 

Senator Arxen. Then you regard it as a subsidy, then, a contribu- 
tion ? 

Secretary Anperson. I regard it as a contribution to the capital 
of the Bank. There may be—— 

Senator ArkeNn. It isa subsidy, isn’t it? 

Secretary Anperson. There may be in the future 





INTEREST RATE OF INTERNATIONAL BANK FOR RECONSTRUCTION AND 
DEVELOPMENT 


Senator Arxen. What interest rate does the World Bank charge 
its borrowers? 

Secretary Anperson. 5.75 percent at present. 

Senator Arxen. The Bank gets its deposits free and gets 5.75 per- 
cent interest. I could be a banker under those conditions. 

The Cuarrman. If the Senator will yield, I mean to pursue that. 
In case of liquidation, as it now stands, there would be a-very sub- 
stantial profit accruing to the United States in the return of earnings. 


Senator AIKEN. You get a good percentage of the principal back. 
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The Cuarrman. As of now it is liquid and it could be liquidated. 
The United States would get a large share of the $250 million-odd 
in earnings because we have a large percentage of the capital. 

Senator Arken. It would be a profitable investment, then? 

The CuairMan. It is profitable on the books, but it is not profit- 
able to the extent that they have paid no dividends out of their earn- 
ings. Our own representative takes that position. It is making 
money as an operation. ' 

Secretary ANpEerson. They are both making money. 

The Cuarrman. If for any reason it was decided to liquidate as 
of the present it would return a very substantial amount in addition 
to what has been paid in. 

Secretary Anperson. I think it is also fair to say, Senator Aiken, 
that a substantial amount of the earnings of the Bank are paid to 
American investors in interest payments. 

For example: In 1958 American investors got about $25 million. 


U.S. NOTES HELD BY INTERNATIONAL MONETARY FUND 


Senator Arxen. Then the same is true about paid-in contributions 
to the Monetary Fund. We have no returns from that. 

Secretary ANverson. We do not have a cash return. 

Senator Arken. Except, as I understand it, when they get a sur- 
plus of dollars. The dollars are returned to us and we then give the In- 
ternational Monetary Fund, a note 

Secretary Anperson. A non-interest-bearing note. 

Senator ArKEN. For the dollars which it returns to us. 

Secretary ANDERSON. Yes. 

Senator Arken. How much does the Monetary Fund hold in U.S. 
notes at the present time? 

Secretary Anprerson. As of December 31, 1958, approximately $757 
million. 

Senator Arken. $757 million ? 

Secretary ANDERSON. Yes. 

Senator Arken. Are those non-interest-bearing notes which we give 
the Monetary Fund? 

Secretary AnpErRson. Yes. 

Senator Arken. Are they carried as part of the national debt? 

Secretary AnpERSON. They are under the national debt. 

Senator ArkeN. They are part of the national debt and a liability 
of the United States. Apparently you anticipate an increased demand 
on the Monetary Fund for dollars. 

Does that have any connection with the proposal to restrict imports 
from foreign countries? As imports are restricted from foreign coun- 
tries and we try to keep up their purchases from us, doesn’t that neces- 
sarily entail an increased demand on the Fund? 

Secretary Anperson. Yes, it very well could, and I think certainly 
if you got into a period of crisis the ability of other countries to bu 
from us and to pay in dollars would depend significantly upon their 
ability to borrow from the Monetary Fund. 
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Senator Arxen. There is just one other question : 


LIABILITY OF MEMBERS IN CASE OF BANK DEFAULT 


As I understand it, in connection with the Bank, we pay a sub- 
scription of so many million dollars, whatever it is, and then we 
guarantee further subscriptions of private investors. Are those 
guaranteed loans? Do we guarantee if a private bank makes an in- 
vestment, that we will make it good, if necessary ? 

Secretary Anperson. No, sir, the only thing we do is to say if the 
bank itself, if the World Bank should default on either an obligation 
which it has issued, the Bank has issued, or a guarantee which the 
Bank has given, then all of the countries are jointly and severally 
liable. 

I think this is a point worth making. There seems to be a gen- 
eral feeling that we might, if called upon, have to pay dollars, where- 
as a country having soft currenc y could discharge its callable capital 
obligations by simply paying soft currency. 

Now under the terms of the Bank’s charter, if the Bank should 
ever default on one of its obligations, all of the member countries 
would have to make good in whatever currency was needed to pay 
that default. It could default on a dollar obligation; then every 
country would be called upon to pay dollars. 

Senator Aiken. Then, too, American investors have the largest de- 
posits in the book. 

Secretary Anprerson. Well, 40 percent of the obligations are held 
abroad, and about 60 percent of them here. 

Senator ArkeNn. In case the Bank fails then, all of the members 
are liable for that loss, and not just the country where the invest- 
ment is originally made ? 

Secretary Anprrson. That is right, and in whatever currency is 
needed to pay off the loss. 

Senator Arken. I think that is all the time I ought to take, Mr. 
Chairman. 

The CuHatrman. When we get through with the Secretary, of 
course, his assistants will be available for further Pe, either 
today or at a later date. I hope we can release the Secretary for other 
important duties, because he has some very difficult. problems on his 
hands. 

The Senator from Tennessee. 


USE OF BANK AND FUND MONEYS BY ILTARD-CURRENCY COUNTRIES 


Secretary Gore. Mr. Secretary, has any so-called hard-currency 
country at any time utilized to the full extent its call on either or both 
the Fund and the Bank? 

Secretary Anperson. Great Britain, the United Kingdom, utilized 
100 percent of its quota in the ster ling crisis of 1956-57, and in addi- 
tion arranged for a standby credit with the Eximbank at the same 
time. In the Fund it arranged for a standby above a drawing, the 
total equaling its full quota. 

Several other countries have, I am not sure whether they are all 
hard-currency countries, but several countries have come up 50 per- 
cent. The Netherlands had 50 percent and, of course, whether or 
not you regard France as a hard-currency country under the condi- 
tions of the franc, it was up to 75 percent. 
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Senator Gore. I was going to ask you how you regard France. 
I don’t regard it asa hard- -currency country. 

As I recall, at the Bretton Woods Conference, it was not contem- 
plated that a hard-currency country might call upon either or both 
the institutions to this extent. The fact that Great Britain in the 
Suez crisis did do so tends to prove the value of the institution more 
than to disprove it, does it not 

Secretary ANpERSON. It tends to prove—you are correct—that one 

‘an never tell which country might face a political or economic cir- 
cumstance which would require that it utilize the resources of the 
Fund. 

Senator Gore. One can imagine greater difficulties for the United 
Kingdom during that cisis had this not been available. 

Secretary Anprerson. They would have been much more severe; 
ves, sir. 

] BANK AND FUND HOLDINGS OF SOFT CURRENCIES 


Senator Gort. What are the holdings of the Bank and the Fund, 
taken together, of soft currencies, including France ? 

Secretary ANpersoNn. I would have to furnish a chart for the record. 
It would be very simple to do; I could furnish a table which would 
show for both the Bank and the Fund holdings in all currencies. 
[have such a table right here. 

Senator Gore. Do you have available to you a table showing the 
currencies now held, the present real value, and the value at the time 
they were accepted by the Bank and the Fund ¢ 

Secretary Anperson. I don’t have it right here, but I will be glad 
to supply for the record the current holdings of the Bank and the 
Fund in both convertible and nonconvertible currencies. 

(The information requested follows :) 

Fully convertible curriencies, such as the U.S. dollar, are not subject to any 
exchange restrictions. The Fund classifies currencies as convertible if the 
country concerned has accepted the obligations of article VIII of the Fund 
agreement, eliminating exchange restrictions. All other currencies are classi- 
fied as nonconvertible. On December 31, 1958, the Fund’s holdings of currencies, 
broken down by that classification, were as follows: 





Millions 

of dollars 

nO UN NIN Us ss din acca Ol pe pe eee apace nates ges ae 
a, ——e iach sista mae inlacgitca ing ica ada ale ce 792.3 
Canadian dollars_____ cdc sea le tenn osc aa eae Racal 210.0 
Ra i eek eg hee clbcninlan qucdudlive ciicai tek etree eee ae 161.9 
Total nonconvertible sa ieee cata hh eB Nhe sci anda caseccs oe cee 5, 574. 0 
I I fei cia a ih eR ta etageaaaes ii niicicadpsnnte eee as 6, 738. 2 


It should be noted that the Fund’s holdings of nonconvertible currencies in- 
clude very useful currencies, such as pounds sterling, deutsche marks, guilders, 
and Belgian francs. 

The question has been raised as to the value of currencies now held by the 
Fund and their value at the time the respective countries entered the Fund. At 
an earlier point in this record, a table has been inserted showing present par 
values of the Fund members. Following is a tabulation showing the changes 
in par values which have been concurred in by the Fund. As will be seen from 
the table, the following countries have changed their par values: Australia, 
Belgium, Chile, Colombia, Denmark, Ecuador, Finland, France, Iceland, India, 
Iran, Iraq, Luxembourg, Mexico, Netherlands, Nicaragua, Norway, Pakistan, 
Paraguay, Union of South Africa, United Arab Republic (Egypt), United King- 
dom, and Yugoslavia. 
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Whenever a member depreciates its currency and ehanges its par value 
correspondingly, the Fund’s holdings of that country are adjusted by means of 
an additional payment of currency or non-interest-bearing notes. Of course, if 
a country appreciated its currency, the Fund would return a corresponding 
amount of currency or notes to the country. Hence, the Fund’s assets are not 
affected by changes in par values. When a country has a fluctuating exchange 
rate, similar adjustments may also be required by the Fund. 

The International Bank, instead of classifying its currency holdings on the 
basis of convertibility as defined by the Fund, distinguishes between currencies 
which the Bank may use without restriction, and currencies which are restricted 
for use as permitted under the Bank’s articles. The subscribed currencies of 
some countries which are not convertible in the Fund sense have nevertheless 
been released for unrestricted Bank use, while the subscribed currencies of some 
formally convertible countries are still restricted for use by the Bank. 

On December 31, 1958, the Bank held the equivalent of $150.1 million in mem- 
bers’ currencies, of which $10.1 million was unrestricted as to Bank use, and 
$140 million was subject to restrictions. In addition, the Bank held, on the same 
date, the equivalent of $1.2 million in Swiss francs, which were freely available 
for expenditure. 

Senator Gore. Together with a comparison of real values and the 
values at whic h they are taken. 

Secretary ANnpERSON. Now, I will point out that once a country has 
declared a par value, which most of the countries have, then it 1s 

required to keep within 1 percent of the par value, and if the currency 

depreciates, the Fund then simply calls in more currency from the 
member country. If a currency should become overvalued, which is 
rare, then the member country would have a right to take some of 
its currency out. 

The CHarrMan. You mean if it becomes undervalued ? 

Secretary ANDERSON. Yes, undervalued. 

Senator Gore. Does either the Bank or the Fund permit the fiction 
to which some countries resort in declaring an artificial official ex- 
change rate? 

Secretary AnNpErsoN. The policy is that the Bank, I mean the Fund, 
pak with these various member countries in order to get as near a 

ulistic rate as possible. However, every country retains the right, 
rere it is a sovereign right of that country, to declare its own par 

value, and in some instances where those par values have not been as 
realistic as the Fund would propose, they have agreed i have a 
floating rate in order to maintain as nearly as they can some realistic 
value of the money. 

Senator Gore. Well, you are aware of the fluctuation between the 
declared official par value of a national currency and the going value 
of such currency. 1 won’t press on this, but I would request that you 
insert at this point in the record the experience of the Bank and the 
Fund in this regard. 

Secretary ANperson. I will do so. 

(The information referred to follows :) 


Funp Po.ticy ON PAR VALUES 


The articles of agreement provide that par values shall be expressed in terms 
of gold or the U.S. dollar, and that exchange transactions shall not differ from 
parity by more than 1 percent. 

Members may, with the consent of the Fund, delay the establishment of a par 
value. Of the 68 members, 53 have established par values, and 15—Afghanistan, 
China, Greece, Indonesia, Italy, Korea, Libya, Malaya, Morocco, Saudi Arabia, 
Spain, Thailand, Tunisia, Uruguay, and Vietnam—have not yet established 
initial par values. However, these countries must obtain Fund approval for 
changes in the official exchange rates which they maintain in lieu of par values. 
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The Fund has agreed with members on the establishment of fluctuating ex- 
change rates, on a temporary basis, when this seemed a desirable alternative to 
a par value or fixed official rate. Consequently, there are members who have 
par values at which no transactions take place, all transactions occurring in a 
free market. These include Argentina, Bolivia, Canada, Chile, Lebanon, Para- 
guay,and Peru. There are other members who combine par values with multiple 
exchange rates: Colombia, Costa Rica, Ecuador, Icleland, Israel, Jordan, Nica- 
ragua, United Arab Republic, and Yugoslavia. In some of these cases very few 
transactions occur at rates within 1 percent of the par value. 

To summarize, of the 68 Fund members, 37 have effective par values in the 
sense that all legal transactions take place at rates close to the par value; 9 
combine the par value with multiple rates; 7 have fluctuating rates; and 15 have 
not declared initial par values. Of this last group, some have stable and unified 
rates, some have fluctuating rates, and some have multiple rates. 

Changes in par values may be made only on the proposal of the member—that 
is, the Fund has no power to require a member to change its par value. However, 
the Fund has always emphasized to members the importance of having par 
values, or official rates which properly value the currency in relation to other 
currencies, and has in consultations with members reviewed the facts relating 
to possible overvaluation or undervaluation of the currency. 

On the whole, the experience of the Fund has been that members endeavor to 
achieve or maintain realistic exchange rates, either through the medium of 
effective par values or official rates or by means of fluctuating rates. 


Secretary Anperson. The Fund does not follow a practice of follow- 
ing day to day the various fluctuations, but would only over periods of 
time. It would not be practical, I think, to follow the day to day 

Senator Gore. I wouldn’t expect it to be a day-to-day operation, but 
I would be disturbed if I found that the Bank had not attempted some 
reasonably realistic appraisal of the currencies which have had an 
artificially declared rate. 

Secretary ANpEeRsoN. I am sure the Senator means the Fund, because 
it isthe Fund 

Senator Gorr. Yes, I understand that. 








PROPOSED ESTABLISHMENT OF AN INTERNATIONAL DEVELOPMENT 
AUTHORITY 


Now, has the Department of the Treasury given much consideration 
to the proposal of Senator Monroney to establish an international 
development authority to utilize soft currencies at a low interest rate 
and thereby promote international development ? 

Secretary Anperson. Senator Gore, I have given sufficient thought 
to it to believe that if the other member countries can be brought to a 
common belief so that they will share in the establishment of an 
international development association, it has very real possibilities. 

I would visualize that such an international development association 
would consist of two parts: Part 1 would be a contribution by all of 
the member countries in either gold or convertible currencies, which 
would represent the capital stock of the development association for 
loans which would be repayable primarily in soft currencies. 

From time to time this capital stock which would be in hard or 
convertible currencies, would have to be raised by the same kind of a 
procedure that we are going through right now in which every country 
participated. 

I would then visualize a second department of that organization 
where countries such as the United States and others who, through 
their normal international trade practices generate nonconvertible 





AMEND BRETTON WOODS AGREEMENTS ACT 41 


currencies, could make them available on some kind of basis to be used 
by the international development association in connection with and 
as a supplement to the hard currencies that it would be lending around 
the world so as to make the best available use of these nonconvertible 
currencies. 

Senator Gore. Mr. Secretary, would not the operation of such @ 
fund have the potentiality of encouraging trade between countries 
with nonconvertible currencies, and would not such economic ex- 
changes tend to stabilize or firm up the value of such currencies? 

Secretary ANpERsON. Certainly it would have the effect of helping, 
I think, to stimulate trade and development in those countries where 
nonconvertible currencies have been accumulated by another country 
such as the United States. 

It would have this other important effect, and that is that a loan 
that is made purely in nonconvertible currencies has a rather limited 
use, and the opportunity or the possibility of repayment might not be 
as good as one would expect. 

If a portion of a loan could be a combination of nonconvertible cur- 
rencies, added to convertible currencies, then we would be in the posi- 
tion of the nonconvertible currency making the hard loan possible, 
and the hard-loan currency making the soft loan a much better loan, 
a much more likely loan to be repaid. 

I would believe also that countries would be more inspired to try 
to maintain the values of their currencies under those circumstances 
than they would otherwise. 

Senator Gore. I maintain that through this method of exchange, 
the value of nonconvertible currencies could be firmed up, and this 
would benefit the United States, which is a great holder of such cur- 
rencies. 

Secretary Anperson. I agree with that. I would say that the big- 
gest problem which we in the Treasury have confronted is finding 
a way in which, within a reasonable period of time we may go and sit 
down with all of the countries and work out such problems as the 
elimination of the present restrictions which are applicable to the soft 
currencies which we now hold. 

Say, for example, that we sell surplus commodities abroad, and we 
generate soft currencies under Public Law 480. The country that 
generates—I mean the country whose currency we generate at the 
time we sell the commodity, will impose certain restrictions upon our 
use of their currency. 

If these currencies are to serve the kind of useful purpose which 
the Senator and I are talking about, by putting them into an inter- 
national development association, they must be stripped as nearly as 
possible of those restrictions so that the World Bank in the making 
of its loans can combine the soft and hard currencies in the most advan- 
tageous manner, without regard to restrictions of the country of origin. 

ow, some conversations are being held from time to time on this 
subject. The response, I think, has been reasonably good, but there 
is a sort of drag on the rate at which one can arrive at the extent to 
oo other countries are willing to participate with us in this under- 
taking. 

Senator Gore. Thank you, Mr. Chairman. 

The Cuarrman. Mr. Secretary, can you stay a few minutes longer? 

Secretary ANDERSON. Yes, sir. 
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“ Senator Cartson. Mr. Chairman, I have just one or two questions 
ere. 

I want to say, Mr. Secretary, I appreciate very much hearing this 
statement, which is really a report on the 12 years of work of the 
Bank and the Fund. I not only heard the debate in the House on the 
Bretton Woods Agreements, but am pleased to see the results that you 
have obtained. 

I want to ask you one or two questions: 

If I understood you correctly, our share of increased capital would 
be $1,375 million, of which $344 million would be in gold. 

Secretary ANpEeRSON. Yes, sir. 


USE OF U.S. GOLD RESERVES 


Senator Cartson. Now, there are some who are concerned about the 
withdrawal of our gold reserves. I know we have had such discussions 
in the Finance Committee. What about the present situation ? 

Secretary ANpErson. Well, the United States can make its gold pay- 
ment either by buying gold which it would transfer to the Fund, or by 
using what we call our free gold, which is the gold held in the Treasury. 

I think one has to recall that this is a joint effort on the part of all 
the countries of the world in that while we are paying out some gold, 
other gold is being paid out by other countries, the total amount of 
which is larger than the gold which we in the United States are paying. 

If I remember the figures correctly, we are paying out $344 million, 
and the rest of the world about $900 million in gold. 

This is not simply a matter of increasing the resources of the 
Fund so far as the United States is concerned, but is getting all of 
the other countries to pool the most useful medium of foreign exchange 
that we have. 

Now, I think, therefore, that the net result of having the total accu- 
mulation of gold is to our advantage rather than to our disadvantage. 

I think also that if one looks at the gold situation over the past year 
or two, you have to take into consideration the fact that while the gold 
reserves of the United States went down something more than $2 bil- 
lion in 1958, you must remember that gold moves from time to time in 
response to a number of international operations. 

Roem the Suez situation, for example, there was a substantial 
flow of gold to this country. This was brought about because of the 
need of foreign countries to purchase U.S. dollars. 

As the crisis diminished, many countries, notably the United King- 
dom, and France, and Germany, and the Netherlands, and a number 
of others, wanted to restore the reserves of their own gold holdings 
‘as nearly as they could, because this has a historical as well as a cur- 
rent significance to the confidence which other people maintain in 
their own currencies. 

Then during those periods the interest rates on short-term securities 
went down in the United States, the low point being about six-tenths 
of 1 percent, and as those yields on short-term holdings in the United 
States went down, the countries felt that this was an ideal time in 
which to replenish their own stocks of gold with reference to their 
own reserves. 
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I think it is notable that most of the outflow of gold in 1958 oc- 
curred in the third quarter, and that thereafter there has been a 
steady diminution of the rate to which gold went out. 

Another thing one has to take into consideration, of course, is the 
balance of payments, because the total effect of our operations—in 
our trade as well as our increased level of tourists going abroad, our 
maintenance of Armed Forces, our maintenance of mutual security 
programs, our sale of surplus commodities—all of these realize a 
dollar drain so far as the United States is concerned. 

Senator Caritson. You have the figures / 

Secretary Anperson. Yes, I do have, and I will supply them. 

I want to make one point which I think is quite significant. Even 
during 1958 when there was the flow of gold out of the United States 
to the governments who felt they were in a position to purchase, the 
foreign dollar holdings in the United States increased. 

Now, this, I think, is quite significant, indicating that the gold 
outflow was a normal movement and not one that was caused by any 
other factors. 

Senator Cartson. If you have the figures available, I would like to 
have them, for a 5-year period, put in the record. 

Secretary ANpbERSON. We have an entire sheet of them here, and 
we will be glad to furnish them for the record. 

The CuarrmMan. It is so ordered that they will be put in the record. 

(The information referred to is as follows :) 





U.S. gold stock, monetary gold reserve requirements, and foreign liquid dollar 
holdings, 1984-58 


{In millions of dollars] 





Foreign liquid dollar holdings 








United a 
United States - 
States monetary Foreign countries 
End of period gold gold re-  |_ —naapegieracacacaf Sere Teen watts 
stock serve re- 


| , tional in- | uid dollar 
Total liq- | stitutions | holdings 
uid dollar 


quirement Official 
short-term 














holdings 

Rs ole nin oe dnacncitinmeegthert 20, 083 10, 919 4,179 7. SR etn, 6, 883 
| TRS ae 20, 706 10, 780 3, 044 | 6, 007 474 6, 480 
1947 ....-------------------- --- 22, 868 11, 341 1, 832 4, 854 2, 262 7,116 
W048. ....---.----~----2-------- 24, 399 11, 938 2, 837 5, 854 1, 864 7.718 
1949....-.--------------------- 24, 563 10, 795 2, 908 1 6, 409 | 11,817 18 226 
Mn naken ween nncnnencecssse - 22, 820 ll, 045 3, 620 8, 393 & R04 | 10, 197 
M6l.......-.-.---------------- 22, 873 11, 758 3, 548 8,271 | 1; 902 10. 173 
1053.......--------2----------- 23, 252 12, 092 4, 654 9, 864 1, 855 11,719 
1963 ...-..--------------------- 22, 091 12, 187 5, 667 10, 825 | 1,914 12, 739 
1954. ...----------------------- 21, 793 11, 847 6, 770 11, 895 | 2, 124 14, 019 
BOO cnn cnn oe nnnswoeseneeenee- 21, 753 12, 009 6, 953 13, 028 = 202 15, 230 
1956 ....----------------=-+---- 22, 058 12, 120 8, 045 14, 590 1, 843 16. 433 
1957 ....---.------------------- 22, 857 12, 101 7,917 14, 861 1, 739 16, 600 
1066—Mar. ......-..-..------- 22, 487 11, 735 8, 018 15, 017 1, 733 | 16, 750 

June..-.---------------- 21, 412 11, 835 7, 931 14, 820 1, 900 16, 720 

Sept..-..--------------- 20, 929 11, 699 8, 403 15, 156 1, 944 17, 100 

Oct. ..-..--------------- 20, 741 11, 800 8, 664 15, 541 1, 912 17, 453 

NOv..--~..-.--------+-- 20, 653 12, 088 8, 634 15, 556 1, 960 17,516 

Dec......--------------- 20, 582 12, 036 8, 662 15, 594 2) 038 17, 632 





1 Includes for the first time estimated holdings of U.8. Government bonds and notes. 
Nore.—Detail may not add to totals because of rounding. 


Senator Cartson. There is a great deal of interest in what the 
Secretary is saying. 
Secretary Anperson. Yes; I understand. 
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Senator Carson. I have here a newspaper clipping with a Wash- 
ington, March 4, dateline, which says that the outflow of gold from 
the United States halted in February. 

The loss in February was a nominal $1 million. For the 13 pre- 
ceding months the gold outflow had ranged from $40 million to as 
much as $400 million a month but, as you stated, there has been a 
downward trend since the third quarter, which seems to have been 
the high quarter. 

Secretary Anperson. That is correct. 

Senator Cartson. Do I understand from your statement that our 
contribution in gold would be $344 million and the other countries 
$900 million ? 

Secretary AnpErson. That is correct, sir. 

Senator Carison. So there would be a total of $1,244 million in 
gold? 

Secretary Anperson. That is approximately correct; yes, sir. 


BANK GUARANTEES TO INVESTORS 


Senator Carison. Just one other item. You made the statement 
that the bulk of the Bank’s funds for financing its operations have 
come not from its own capital, but from the sale of securities to in- 
vestors in the United States and abroad, and a couple of pages of 
your statement discusses it. I will not take the time, but in the last 
sentence on page 20 you state: 

Some investors are already expressing concern over the relatively small 
remaining margin of the guarantee fund. 

You conclude with this sentence : 


This is the reason that we propose an increase in our subscription to the 
Bank along with an increase in the subscriptions of the other member countries. 

Do I take it from that that by increasing the capital we increase 
the sale of these securities to investors? Is there some concern among 
the great number of investors that the securities may not be so 
substantial ¢ 

Secretary Anperson. Well, this is the sort of situation where one 
does not use up all of the principal guarantee and say to the market, 
“We are going to sell bonds right up to the time that our guarantee 
has been exhausted, and then we will consider whether or not we 
are going to extend our guarantee.” 

The investor is looking at the fact that if we continue at the rate 
which we have gone in these last 6 months of 1958, we will be lending 
money in the World Bank at a rate above $800 million a year. 

When you get, therefore, to a point where you have only got around 
$900 million left, the investor begins to say to us and to the World 
Bank, “What are the intentions of the United States and the other 
countries with reference to extending their contingent liability for 
investment in the future?” 

They do not wait until you have exhausted it all. 

Here again there was an exchange of letters between me and the 
President of the World Bank in order to get his own appraisal of the 
degree to which this question was being raised currently by investors, 
and if it should meet with the committee’s approval I will be glad to 
insert copies of that correspondence into the record. 








AMEND BRETTON WOODS AGREEMENTS ACT 45 


Senator Cartson. That is all, Mr. Chairman. Thank you, Mr. 
Secretary. 

The Cuarrman. Would you like those letters in the record ? 

Senator Cartson. If you believe it will help the record. 

The Cuarrman. I think it would help the record because the Presi- 
dent of the Bank does not appear before our committee, and his views 
I assume, are contained in that letter. It would be very good to hi we 
the letter in our record. | 

Secretary Anperson. I think it would be helpful, sir, and I can 

realize from the standpoint of the investing public, one would wonder 
whether or not you would try to increase the resources until you were 
closer to the point. 

But the answer to it is if you maintain a lending rate of the size we 
are maintaining, then the investor sees the gap closing very closely, 
and he becomes not apprehensive about. what he holds, but just appre- 
hensive about whether this is going to be a continuing policy that the 
Bank pursues over the years. 

The Cuamman. We will have those letters included in the record. 

(The documents referred to are as follows :) 

FEBRUARY 3, 1959. 
Mr. EvGENE BLAck, 
President, International Bank for Reconstruction and Development, 
Washington, D.C. 

Dear Mr. Biack: I am pleased to learn that the Governors of the Bank have 
adopted the preliminary resolution approving the report of the Executive Direc- 
tors of the Bank proposing an increase in the Bank’s capital. As you know, the 
United States took a leading part in the establishment of the Bank and has 
always played a major role in the activities of the Bank during the 12 years of 
its operation. Throughout this period the Bank’s financing and technical assist- 
anve activities have been outstandingly successful in increasing the pace of 
economic growth all over the free world. Accordingly, after consultation with 
the National Advisory Council on International Monetary and Financial Prob- 
lems, I immediately cast the U.S. vote for the resolution, and it has been 
most satisfying to know that the resolution has received approval by the 
Governors. 

As the report of the Executive Directors makes clear, prompt action should be 
taken by member governments to authorize the proposed increase in the capital 
of the Bank and the increases in their respective subscriptions thereto. Presi- 
dent Eisenhower has strongly urged the Congress to authorize the necessary 
action on behalf of the United States. I am very hopeful that the Congress will 
act at an early date. 

Sincerely yours, 
Rosert B. ANDERSON, 
U.S. Governor, International Bank for Reconstruction and Development. 


INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT, 
Washington, D.C., February 5, 1959. 
Hon, Roserr B. ANDERSON, 
U.S. Governor, 
International Bank for Reconstruction and Development, 
Washington, D.C. 

My Dear Governor: This is to acknowledge receipt of your letter dated Feb- 
ruary 3, 1959. I want to take the opportunity to express my appreciation of the 
prompt vote by the U.S. Governor on the preliminary resolution approving the 
recommendations of the report of the Executive Directors of the Bank proposing 
an increase of the Bank’s capital. This was the first favorable vote which we 
received and was very helpful in stimulating the timely responses from other 
countries which have resulted in the adoption of the resolution. 

As you say, this preliminary resolution must now be followed by action taken 
by individual members to authorize the increase in capital and their subscriptions 
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thereto. I hope that the remaining steps necessary to enable the United States 
to increase its subscription will be carried through expeditiously since I am 
sure that this will again have an important influence on the action of other 
countries. 

In that connection I am glad to confirm the views which I previously ex- 
pressed to you in answer to your inquiry on one particular aspect of the matter, 
As you are aware, the uncalled 80 percent portion of the present U.S. subscription 
(often referred to as the guarantee obligation) amounts to $2,540 million as 
against total outstanding borrowings in U.S. dollars of approximately $1,600 
million, thus leaving a margin of about $940 million. You inquired whether 
this margin is sufficient to enable the Bank to continue to borrow substantial 
amounts in the U.S. markets, at least for the time being, so that action by the 
U.S. Government to increase its capital subscription would not be required in 
the immediate future. 

First I should like to point out that the general problem you raised is one 
which is discussed in detail in the report of the Executive Directors of the 
Bank recommending an increase in the capital of the Bank. I fully endorse that 
report and refer you to it for a more complete expression than is contained in 
this letter of the reasons why the Bank believes it desirable that its capital, in- 
cluding particularly the U.S. subscription, be increased at this time. 

I think it might be useful, however, if I also called your attention specifically 
to certain aspects of the matter which I believe are of special significance. 

The Bank’s rate of lending has been rapidly increasing. As the report points 
out, the $711 million of loans made during the fiscal year ending June 30, 1958, 
represented an increase of more than 75 percent above the average of the 3 prior 
years. During the first 6 months of the current year, the rate of lending has 
been higher still, loans for that period having totaled $481,375,000. It is pru- 
dent to assume that Bank lending will continue to be at or above recent levels 
in the foreseeable future. 

As you know the Bank obtains most of its loanable funds from borrowing, par- 
ticularly in the U.S. market. Thus, to support its expanding lending program the 
Bank has been borrowing, and will have to continue to borrow, in correspond- 
ingly larger amounts. The ability of the Bank to borrow these amounts at reason- 
able rates of interest will in large part depend on the continued willingness of the 
U.S. market to invest in Bank bonds. It is clear to me, as the report of the 
Executive Directors spells out in detail, that this continued willingness depends 
to a significant extent on the amount of the U.S. guarantee obligation in rela- 
tion to the Bank’s outstanding debt, particularly its dollar debt. 

It is true that the U.S. guarantee obligation is now about $940 million more 
than its outstanding dollar debt, and about $700 million more than all its out- 
standing debt. This margin, however, cannot be counted on to assure the con- 
tinued ready acceptance of the Bank’s bonds in the U.S. markets. U.S. investors 
are likely to concern themselves with the margin between the size of the Bank’s 
debt and the U.S. guarantee obligation some time before the two amounts could 
be expected to coincide. In fact there is evidence that a number of investors, 
rating services, and official regulatory agencies with authority over certain 
phases of institutional investments in the Bank’s bonds are now carefully observ- 
ing the margin between the U.S. guarantee and the amount of the Bank’s debt. 
Thus it might well be that as this margin narrows the Bank would find it in- 
creasingly difficult to borrow. Of course investor reaction cannot be foretold 
with certainty and I cannot predict the exact stage at which careful scrutiny 
might change to more serious concern. But to count on this date being far re- 
moved and to take no action now to increase the U.S. guarantee would be to 
run the risk of a sudden and drastic curtailment of the Bank’s lending activities. 
I am sure you will agree that, in view of the Bank’s role in the field of economic 
development, this is not a risk which should be taken. 


Sincerely yours, 
EUGENE R. BLACK. 


The Cuatrman. A guarantee, does not apply to any particular loan; 
it is a general guarantee ? 

Secretary ANperson. It isa general guarantee. 

The Cuarrman. The people who have already loaned money to the 
Bank would become a little disturbed if a continual borrowing were 
made by the Bank without any increased guarantee, would they not? 

Secretary Anprrson. There would be a degree of apprehension if 
you used up, for example, all of the guarantee of the United States. 


oe ES 





AMEND BRETTON WOODS AGREEMENTS ACT 47 


The Cnarrman. They do not have a special priority to the existing 
guarantee ; that is all I mean. 

Secretary Anperson. No, they donot. 

The CuatrrMan. The Senator from Ohio? 

Senator Lauscur. These two institutions went into operation in 
1946; is that correct ? 

Secretary ANDERSON. Yes, sir. 

Senator Lauscue. And since that time has there been any change in 
the quota subscription to the Fund or in the capital purchases of the 
Bank ? 

Secretary AnpERSON. This is the first change. 

Senator Lauscue. So that in the 12 years of operation, while there 
has been a cheapened dollar generally in the world and an expanded 
commerce, the capital structure of these two institutions has remained 
the same. 

Secretary ANpERSON. Yes. 

I should qualify my statement by saying that there have been in- 
dividual country adjustments made within the framework of the orig- 
inal capital. 


INTERNATIONAL MONETARY FUND QUOTAS 


Senator Lauscue. Now then, with respect to the Fund, I note that 
there is not any fixed proportion between the countries in subscribing 
to the quota; is that right ? 

Secretary Anperson. No. All of the countries will subscribe 50 per- 
cent except where larger increases have been given in some instances 
to countries that had very low quotas and where there has been a great 
increase in their commerce. 

In other instances where larger quotas have been given, to Germany 
and Canada and Japan, it is because of their larger significance in the 
financial world. 

Senator Lauscne. Then there is no uniformity based on a propor- 
tion on the subscriptions ? 

Secretary Anperson. There is uniformity except to the extent that 
these exceptions are made. 

Senator Lauscne. Fifty percent is the normal increase. There are 
some nations in which it will be less than 25 percent—there will be 
none less than 25 percent ? 

Secretary Anperson. There will be none less than 50 percent. The 
adjustments are all 50 percent or above. 

Senator Lauscne. What about the adjustments of nations that will 
be not less than 20 percent? There are some of those, are there not ? 

Secretary Anperson. No; they are all at least 100 percent in the 
bank, and in the fund they are at least 50 percent. 

Senator Lauscue. I am quite sure that somewhere in your paper 

The Cuairman. I think you mean payment in po which is 25 
percent. 
_ Secretary Anprrson. The gold payment is 25 percent of each quota 
Increase. 

Senator Lauscue. Will each one pay 25 percent in gold? 

Secretary Anperson. Of their quota increase; yes, sir. 
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Senator Lauscue. What will be the total subscriptions in the Mone- 
tary Funds? 

Secretary ANnperson. Assuming that every country took all of its 
quota, that was allowed it, the increase would be about $5.1 billion. 

Senator Lauscue. And of that, the United States will subscribe 
$1,375 million ? 

Secretary Anprrson. That is correct. 

Senator Laus_.1. One-fourth of the $1,375 million will be in gold? 

Secretary ANperson. That is correct. 

Senator Lauscue. Will each of the other nations that subscribes be 
required to pay one-quarter of their subscription of their quota in 
gold? 

Secretary ANperson. To the Fund; yes, sir. 

Senator Lauscue. That will make a subscription in the way of gold 
to the Fund in the aggregate amount of what sum ? 

Secretary ANpErRsoN. Approximately $1.3 billion. 

Senator Lauscue. The Chairman asked you a question to the effect 
that inasmuch as there will be no need to use these moneys or this gold 
until after the next fiscal year begins, why has it been included in this 
budget? You gave an answer but I did not think your answer was to 
the point. 

Secretary Anperson. Well, if we should have—let me run through 
the figures this way: If we take gold, Canadian dollars, U.S. dollars, 
and German marks, which were the hardest of the currencies at the end 
of December 1958, the total Fund holding of these was $2.7 billion. 

Now, against that we have outstanding $900 million of standby 
agreements. So that we have $1.8 billion in gold and those currencies 
which are available to all of the members, whatever their needs may be. 

Now, if any country should come to the Fund and say, “We want 
to draw our gold tranche”’—the amount which they put up in gold 
is called a tranche—they would have a right to draw it down and 
they would also have a right—— , 

Senator Lauscur. Let us stop right there.. They would have a 
right to draw it down; let us assume they drew it down now. You 
could not use this money until after the next fiscal year began. There- 
fore, how will it be of use to you now ? 

Secretary ANperson. We are trying very hard to make it useful be- 
fore the end of this fiscal year. 

Senator Lauscue. That answers it. 

Secretary Anperson. We are trying very hard to do it. As I 
indicated before, Great Britain has passed its own bill through the 
second reading; two of the Latin American countries have offered their 
subscriptions. 

The United States has urgently said we must try, every country, 
to act as promptly as we can, because we cannot be sure.as to whether 
or not we can avoid any crisis that would bring about a currency 
demand between now and the next fiscal year. 

Senator Lauscue. I think that is excellent, and it is commendable 
and probably promptness of action on our part will be an induce- 
ment to others to subscribe. 

Secretary ANperson. I think that is so, sir; and again, Mr.,Chair- 
man and Senator Lausche, I have inquired of Mr. Jacobsson of the 
Monetary Fund as to his own judgment in this connection, and I will 
be glad to put that enianmiatats in the record, if you would like. 
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The CuarrMan. I think it would be a good idea to put that in the 


record. ; 
(The information referred to is as follows :) 


Mr. PER JACOBSSON, 
Managing Director, 
International Monetary Fund, 
Washington, D.C. 

DeaR Mr. JACOBSSON : I am pleased to learn that the Governors of the Fund 
have adopted the resolutions proposing the enlargement of the Fund’s resources 
which were recommended by the Executive Directors. As you know, the United 
States took a leading part in the establishment of the Fund and has always 
played a major role in the activities of the Fund during the 12 years of its 
operation. Throughout this period the Fund has been outstandingly successful 
in fostering sound foreign exchange practices and stability of currencies through 
international cooperation. Accordingly, after consultation with the National 
Advisory Council on International Monetary and Financial Problems, I immedi- 
ately cast the United States vote for the resolutions, and it has been most satisfy- 
ing to know that the resolutions have received approval of the Governors. 

The resolutions adopted by the Board of Governors invite members to take 
appropriate action to authorize the proposed increases in their respective quotas 
as soon as possible. President Eisenhower has strongly urged the Congress to 
authorize the proposed increase in the United States quota. I am very hopeful 
that the Congress will act at an early date. 

Sincerely yours, 
Rosert B. ANDERSON, 


U.S. Governor, International Monetary Fund. 


INTERNATIONAL MONETABY FUND, 
Washington, February 4, 1959. 
Hon. Rosert B. ANDERSON, 
Secretary of the Treasury, 
Washington, D.C. 

Sir: I appreciate your letter which I have received today. It has been most 
helpful to have the prompt vote by the United States Governor in favor of the 
resolutions. I am sure that this vote was important in stimulating similar 
action by other countries. 

In the same way I can assure you that the member countries will be looking 
very much to the position of the United States in the weeks to come as each of 
them considers action on the proposed increase in its quota. The resolutions 
approved by the Governors call on members “to comply as soon as possible with 
the procedures for notice and payments to the Fund.” Early action by the 
United States in accordance with the resolutions will indeed be of utmost assist- 
ance in encouraging other member countries to act speedily to provide the Fund 
with the new resources. As the report of the Executive Directors points out, 
these resources are highly desirable if the Fund is to continue to fulfill its 
functions effectively. 

Very truly yours, 
PER JACOBSSON, 
Managing Director. 

Senator Lauscue. Let us get back to this again. I cannot under- 
stand your question, then, Mr. Chairman. Will none of this gold and 
none of this money become available until the fiscal year of 1960 
begins ? 

Secretary Anprerson. No, Senator. Let me explain it this way: 
Every country has been asked to make its contribution available 
immediately. 

_ If we make our contribution available immediately, it will be sub- 

ject to being used when countries having 75 percent of the present 

= of the Fund and over 70 percent of the present capital of the 
ank have indicated that they will participate. 
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We are hoping that by acting promptly ourselves other nations 
will follow our lead and the lead of the United Kingdom and the lead 
of the Latin American countries I mentioned, so that we can quickly 
have a sufficient participation in order that the proposed increases 
will become effective. They would become effective then in April, 
May, June, whenever this amount of participation comes into being. 

Senator Lauscue. Let us see if this is correct, then. This author- 
ization will become effective immediately upon the passage of the bill, 
if it is passed. 

The CHaiman. It has to pass both Houses and be signed by the 
President. 

Secretary ANperson. That is correct. 

Senator Lauscue. The appropriation of the funds will become 
available in the fiscal year of 1960, which will begin on July 1, 1959, 

Secretary Anprerson. No, sir. The funds will become available as 
soon as it 1s passed by both Houses and signed by the President. As 
of that time, we will deliver $344 million worth of gold to the Fund; 
we will deliver the balance of our dollars to the Fund, and on the same 
day take back from the Fund non-interest-bearing notes, and the 
dollars will be returned to the U.S. Treasury. This will become 
effective as soon as the bill has been signed. 

Senator Lauscnr. Then may I ask the chairman how did he predi- 
cate his question upon the proposition that these moneys will not be- 
come available until the next fiscal year when they have been included 
in this budget ? 

The Cuarmman. I did not say become available. I raised the ques- 
tion of the need for them, because actually the demands upon the 
Fund have been declining in recent months. It reached a high point 
at the time of Suez. My question was predicated on the basis that 
there is no real need for the funds at the present time, since they 
probably would not, under normal circumstances, be needed until 
the next year. Therefore, why did he not put all or part of this 
$344 million in next. year’s budget, because the current year’s budget 
is very seriously out of balance? I thought he might as well take 

care of it.in the next year’s budget. 

I asked him as a matter of police: y why the administration did not 
do that. This does not involve an appropriation, as you have already 
pointed out. It is a public debt transaction so it could be done at 
any moment. 

My only question was whether there was any need for immediate 
action. : do not see that there is any need for it prior to the next 
fiscal yea 

Saitetary Anderson points out that as a result of the Berlin crisis 
there may be a need for it. Well, it is possible there may be; but 
aside from that there does not appear to be any need for it because 
the demands are going down under present conditions. 

Secretary Anperson. The sesesad are going down but as I pointed 


out. earlier, they were probably about as “low at the end of 1955 as 
they had been in a long time. In this kind of a world in which we 
live, with 68 countries “looking to this Fund as their secondary line 
of reserves, and when particularly the things whic h they are needing 
are the hard convertible currencies such as U.S. dollars, one simply 
cannot become a judge of when you are going to have the next crisis, 
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whether it be generated by economic or political events or some other 
means. 

So we are trying, as best we can, to get all of the countries to come 
and act very promptly in order that the resources may be available. 
If we do not. need them, so much the better. 

Senator Lauscur. Does not the fact that you have not asked for an 
increase in capitalization or subscriptions in either of these institutions 
in 12 years, in spite of the cheapening of the dollar and the expansion 
of commerce throughout the world, in itself present a strong argu- 
ment that the time has probably gone past when that should have 
been done? 

Secretary ANpERSON. We might very well have asked for it in 1955, 
because if we had had a prolonged or a duplicate of the kind of 
crisis which we had in the Suez situation, if it had been double that 
magnitude, we would not have had the resources to meet it. 

Senator Lauscur. You have pointed out that there is a difference 
in the services rendered by these two institutions and those rendered 
in mutual aid. 

Is it or is it not a fact that the net result of the services of these 
two institutions, lending money and helping in the stabilization of 
currency, does serve the purpose of maintaining order and friendly 
relations with nations in the world ? 

Secretary ANDERSON. There is not any doubt about it; and it makes 
an indirect contribution to the lessening of the need of all of the 
countries to the extent to which it accomplishes its purpose in secur- 
ing development in those countries. 


AMALGAMATION OF LOAN AGENCIES 


Senator Lauscue. One further question: We had some testimony 
at_ a Foreign Relations Committee meeting about 3 weeks ago about 
the many diverse agencies that are providing loans. It was said 
that a sort of hopeless confusion existed in nations trying to deter- 
mine to which institution they should go, and that the time has come 
where there ought to be some consolidation of these lending agencies. 

Have you given that any thought? 

Secretary ANpERSON. Yes, Senator, I have given it a great deal of 
thought. 

Senator Lauscue. Briefly, may I have your view on it? 

Secretary ANpERson. There are a number of institutions which are 
available for lending purposes. 

The point is that most of them serve a different kind of purpose. 
For example, the Export-Import Bank makes project loans, but it 
makes loans essentially in order to aid American exports. 

The World Bank making the comparable loans does not tie its loans 
to the exports of this or any other country, but it operates on the 
basis of members being able to buy commodities from any of the 
other members around the world. 

The Development Loan Fund makes loans of a different character, 
but before it makes those loans it must explore the possibility of 
there being a loan made by the International Bank or by private 
capital or by the World Bank. 

he International Cooperation Administration makes guarantees 
and loans, but the guarantees are against the happening of certain 








52 AMEND BRETTON WOODS AGREEMENTS ACT 


events which would impede the flow of capital to those various other 
countries. 

Now, there was created at the time of the passage of the Bretton 
Woods Agreements Act the National Advisory Council. I refer to 
it in my statement. 

The National Advisory Council tries to be a coordinating agent 
between these various institutions which do make and participate in 
foreign loans. 

I think this, perhaps, answers one phase of the problem, but the 
phase to which the Senator addresses himself, that is, supposing a 
foreigner coming to our country would say to himself, “Should 1 go 
to the Export- Import Bank or should I go to the Development Loan 
Fund or to the World Bank or to a combination of these agencies,” 
and I think that there is something that can be done and should be 
done as a matter of organization, perhaps, within the framework of 
the National Advisory Council to be a form of information-suggestion 
center to which these various people could go. 

I think that there are limitations on it. 

One would not, for example, want to set up all policy of all institu- 
tions within the framework of one individual or one group which 
might be under this kind of an agency because you do have different 
considerations involved, but I think here is something that can be 
done, and something that we must set our efforts toward in bringing 
about a better information service. 

Senator Lauscuer. Has the Advisory Council studied the advisabil- 
ity of the unification of these institutions? 

Secretary Anprrson. So far as putting the institutions together 
I do not believe that I could say we have made a study of that situation. 

We are trying so to develop our own organization that we may 
serve a more useful and more efficient purpose as an agent for direc- 
tion ; we are giving our efforts to that. 

Senator Lavuscue. The International Bank is made up of 68 coun- 
tries; is that correct ? 

Secretary Anpverson. That is correct, sir. 

Senator Lauscur. And as members of the Bank, they can borrow 
from it. When they do so, are they borrowing, in effect, from 67 other 
nations with whom they have joined to create this institution ? 

Secretary ANperson. They are borrowing from those, plus those 
who have invested in the bonds of the Bank. 

Senator Lauscue. Through this agency claim cannot be made, “You 
lend us money to get control of our economy and to exploit us and 
operate upon us as a colonial nation.” 

Secretary Anpverson. I think that is true, sir; and I think also that 
where the Fund goes into advice and counsel and provides short-term 
financial help to other countries, you avoid again problems of sov- 
ereignty where one nation will say, “I cannot be responsive to the 
r = of simply another nation.” 

enator Lauscue. Then in the International Bank we have jotned 
with 67 other nations in setting up a capital fund out of which mone 
are loaned to each of the members by the other members who have su 
scribed to the Fund. Is it not loaned directly, but through this 
agency ? 

Secretary Anpverson. That is correct, in both instances. 
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Senator Lauscue. That is all. 

The Cuarrman. Mr. Secretary, I do not want to delay you much 
longer, but there is one clarification that I would like to have. On 
page 30 of House Document No. 77, it says: 

None of the increases in quotas proposed in paragraph (1) of this resolution 
shall become effective unless * * * 

If we pass a bill and it is signed by the President, do you have au- 
thority under it to take $300 million-odd of gold and give it to the 
Fund before 75 percent of the others have done so ? 

Secretary ANDERSON. Yes. If you look over on page 31, section 8: 

Since it is in the interests of the Fund and its members that the contemplated 
increase in its resources be expedited, members are invited to comply as soon 
as possible with the procedures for notice and the payments to the Fund under 
this resolution. Any payment made by a member before the effective date 
of increase in its quota will be kept in separate accounts of the Fund. If it 


should be established that such increase cannot become effective under this reso- 
lution, the payment will be returned to the member. 


The Cuairman. That is a qualification, then, of the point on page 
30? 

Secretary ANDERSON. Yes. 

The CHatrMAn. So, you could proceed to make it available, even 
though it could not be used, it would not be available for lending until 
the 75 percent was subscribed ? 

Secretary ANpEersON. That is correct and that is precisely what these 
two Latin American countries have done. 

The Cuatrman. I think that clarifies it. 

There is one last point for the record I wanted you to make. It 
was a little bit along the lines of the questioning by the Senator from 
Ohio. 

In view of the effective and successful administration of the Inter- 
national Bank, it has been suggested by people I know, informally, 
that all lending agencies similar to the Bank, such as the proposed In- 
ternational Development Association and the Development Loan Fund 
be put under the Bank’s general supervision, thereby creating a kind 
of departmental bank in which there would be clearly defined types 
of lending activities under the overall supervision and coordination of 
the Bank. 

Has the Treasury thought about this, and do you have any views 
with respect to it, Mr. Secretary ? 

Secretary Anperson. Yes. With reference to the International 
Development Association I would feel very strongly that it ought to be 
within the framework of the World Bank; that you would then have 
in the World Bank three compartments. One, the compartment where 
the ordinary loans are made; second, loans that are eligible under the 
International Finance Corporation; and then loans which could be 
made under the International Development Association, or groupings 
of the three. 

Now, when you get past that where all of the 68 nations are con- 
cerned into the other agencies, you have situations where essentially 
we deal bilaterally either with other countries or with our own citizens 
who want to go abroad for the purpose of making loans. 

_ I would have some misgivings as to whether or not these national 
institutions could be fitted within the framework of the World Bank 
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or any international institution. I think there that the answer is the 
extent to which we are able to improve and to do an efficient job with 
the National Advisory Council. 

The CHatrMan. Mr. Secretary, we will attempt to facilitate the 
hearings on this matter. There have already been hearings in the 
House, I think ? 

Secretary ANperson. We have concluded the House hearings, yes. 

The CuarrMan. But if, due to the interference of such things as 
the Berlin crisis and so on, we could not possibly pass this resolution 
before July 1, it would still be useful. You would not want us to 
abandon this just because we could not do it before June 30, would you? 

Secretary Anperson. I would not want you to abandon it. 

The CuHatrman. It would still be very useful and perform its 
functions ? 

Secretary Anperson. I would still want it passed. 

The Cuarrman. Thank you very much, Mr. Secretary, for a very 
fine statement. 

(Whereupon, at 12:55 p.m., the committee recessed, to resume at 
10:30 a.m., Thursday, March 12, 1959.) 
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THURSDAY, MARCH 12, 1959 


U.S. SENATE, 
ComMMITTEE ON ForetGN RELATIONS, 
Washington, D.C. 
ihe committee met, pursuant to recess, at 10:30 a.m., in the Old 
Supreme Court Chamber, U.S. Capitol Building, Senator J. W. Ful- 
bright (chairman) presiding. 

Present: Senators Fulbright, Sparkman, Mansfield, Morse, and 
Wiley. 

The Cuamman. The committee will come to order. 

The Committee on Foreign Relations today continues its public 
hearings on S. 1094, a bill to amend the Bretton Woods Agreements 
Act of 1945, as amended. This bill would authorize the United States 
to contribute to increased resources for the International Monetary 
Fund and the International Bank for Reconstruction and Develop- 
ment. 

I wish at this time to announce that the committee will hear the 
testimony of nongovernmental organizations and individuals on Tues- 
day, March 17, commencing at 10 a.m. 

The witness this morning is Hon. C. Douglas Dillon, Under Sec- 
retary of State for Economic Affairs. Mr. Dillon, I think we should 
proceed. The other members of the committee, many of them, are 
otherwise occupied. We had a fairly late session last night, and I 
do not. anticipate that too many will come. I do not think it is worth- 
while waiting any longer, so you may proceed. 


STATEMENT OF HON. C. DOUGLAS DILLON, UNDER SECRETARY OF 
STATE FOR ECONOMIC AFFAIRS; ACCOMPANIED BY FRANK A. 
SOUTHARD, JR., U.S. EXECUTIVE DIRECTOR, INTERNATIONAL 
MONETARY FUND 


Mr. Ditton. On several occasions I have had the privilege of meet- 
ing with your distinguished committee to discuss the mutual security 
program. I appear before you today on a subject which is of great 
importance to the success of that program, as it is indeed to the ef- 
fective prosecution of our foreign economic policy as a whole: namely, 
the proposed legislation to enable an increase in the resources of the 
International Monetary Fund and of the World Bank. 


SIGNIFICANCE OF BANK AND FUND ON U.S. FOREIGN RELATIONS 
I will not go over the ground which Secretary Anderson has already 
covered with you concerning the financial aspects of the proposed leg- 
55 
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islation. Instead, I wish to concentrate on the significance of the Fund 
and the Bank to the foreign relations of the United States, and es- 
pecially on the importance of these two institutions as essential tools in 
the task of building a stable and prosperous economic order within 
the free world. 

Whether or not we will continue to have a free world in the future 
will depend not alone on the ability of the free nations to protect 
themselves against external military assault, but also on how suc- 
cessful they are in creating a prosperous and stable economic order. 

The military shield which we must have to deter open Communist 
aggression will not of itself prevent the subversion of free societies 
which fail to meet the economic and social challenges of the modern 
world. 

It is in this sense that the threat of communism in the poverty- 
stricken, less developed areas is most real. For this reason, it is 
vitally’ important that the free nations take the constructive steps 
necessary to cure their own economic ills. 

It has been the objective of the Fund and the Bank to help their 
member nations to attack two of the major economic weaknesses which 
have confronted the free world. The record of the Fund’s persistent 
efforts to combat monetary instability, and the record of the Bank’s 
assistance to the less developed countries in their struggle to achieve 
adequate economic growth, are widely recognized as outstanding 
contributions to the economic strength and cohesion of the free 
nations. 

We have, of course, our own national programs to assist other 
countries economically. Our bilateral economic relations are im- 
portant. They must be kept in a healthy state in the interests of our 
national security. 

It is clear, for example, that we shall continue to need an effective 
mutual security program and an adequate Development Loan Fund 
if national objectives are to be furthered. It should also be noted 
that certain of our national programs have a special relationship to 
various domestic economic interests. Our Export-Import Bank, 
which helps to stimulate foreign economic development, serves in the 
first instance to provide important financial facilities to the Ameri- 
can export trade. Similarly, our Agricultural Trade Development 
and Assistance Act, or Public Law 480, reduces burdensome agricul- 
tural surpluses at home while providing food to those in need abroad. 

Yet the Monetary Fund and the World Bank perform two fune- 
tions which could not be replaced by national programs even if 
various limitations on these programs were removed and even if they 
were substantially larger in size than they are today. 

First, the Fund and the Bank are able to draw upon the economic 
resources of the other free world countries which are in a position 
to contribute. This is a factor whose importance is steadily increas- 
ing. The United States is no longer the sole provider of economic 
help to a world in need. Other industrialized countries have achieved 
economic recovery with our earlier help through the Marshall plan and 
otherwise, and their currencies have now become relatively strong. 
These countries are now much better able than before to extend bal- 
ance-of-payments assistance to other countries through drawings of 
their currencies from the Monetary Fund, or to extend development 
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aid to the less developed areas through admitting the World Bank to 
their capital markets as a borrower. 

Second, because of the international character of the Fund and 
the Bank, these institutions are better able to give sound economic 
advice to sovereign governments, with greater prospect that it will 
be accepted, than is the United States or any other national govern- 
ment. This is especially true in the sensitive area of internal fiscal 
and monetary policies and foreign exchange rates where governments 
find it much easier to listen to the counsel of the impartial and highly 
competent staff of the Monetary Fund than to the advice of any par- 
ticular foreign government. 

The confidence which the Fund enjoys in this respect, together 
with its ability to extend essential financial support in times of 
balance-of-payments difficulty, have enabled the Fund to exert a pow- 
erful force for the adoption of sound financial policies on the part of 
its member nations. 


EFFECTIVE PERFORMANCE OF THE INTERNATIONAL MONETARY FUND 


The high quality of the Fund’s performance is best illustrated by 
example: 

In my appearance last week before a subcommittee of the House 
Banking and Currency Committee I cited the case of Turkey, explain- 
ing how last summer the Turkish Government, acting on the advice 
of the Fund and with its financial support, adopted a thoroughgoing 
program of economic stabilization designed to overcome the severe 
inflation which had persisted for many years, and which could not 
be cured by U.S. foreign aid in the absence of new Turkish economic 

olicies. 

; Now, I know that this committee is interested in the problem 
of coordinating national and international economic assistance pro- 
grams, and in the avoidance of duplication and conflicting effort. 
I believe that the Turkish stabilization program will also show how 
several instrumentalities can be brought to bear in support of an 
overall program when the situation so requires. Let me describe 
briefly the main elements in this coordinated effort: 

First, a program of exchange reform and anti-inflationary domestic 
fiscal and monetary policies was adopted by the Turkish Government 
in cooperation with the Monetary Fund and the Organization for 
European Economic Cooperation and with the knowledge of other 
member governments, including the United States. 

Second, external financial assistance to support the program was 
extended by a Turkish drawing from the Monetary Fund, half of 
which was in dollars and half in German deutsche marks; by a credit 
from the European Payments Union to help Turkey meet its intra- 
European trade deficit; by bilateral credits to Turkey from many 
of the Western European governments, including Germany and the 
United Kingdom; and by new financial assistance to Turkey from 
the United States over and above existing levels of defense support. 

Third, the assistance from the United States was itself a coordinated 
exercise involving several of our national programs. Defense sup- 
port’ was continued; immediately balance-of-payments aid was pro- 
vided through the contingency fund of the mutual security program; 
development assistance was extended by both the Development Loan 
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Fund and the Export-Import Bank; Public Law 480 _was used to 
supply needed agricultural commodities; and financial relief was given 
through the deferment of certain payments of interest and principal 
on outstanding ICA dollar loans to Turkey. 

Fourth, an international conference was called in Paris to work 
out the principles which Turkey should follow in amortizing its large 
accumulation of debt to foreign private creditors on which payment 
had been stopped simultaneously with the announcement of the stabi- 
lization program. 

In all this the International Monetary Fund was both catalyst and 
activator. The Fund’s activity in this case was clearly of great benefit 
to Turkey, to the United States, and to Turkey’s other partners in 
NATO and the OEEC. It is also clear that the financial burden on 
the United States was lessened by this cooperative effort under the 
leadership of the Fund. Indeed it is unlikely that the United States 
by itself would have been in a position to provide the required finane- 
ing. 

The example of Turkey is not unique, A similar coordination of 
national and international action was achieved earlier in the case 
of the French stabilization program of 1958 and more recently in 
the case of the Argentine stabilization program. 

But whether it has operated alone or in combination with United 
States or other programs, the Monetary Fund has in country after 
country greatly furthered the cause of national monetary stability 
and international freedom of trade and payments. The recent drama- 
tic moves of the United Kingdom, France, Germany, and other Euro- 
pean countries toward currency convertibility, which will help to 
remove discriminatory restrictions against American and other free 
world trade, were due in no small part to the earlier activity of the 
International Monetary Fund, including its vital support of the pound 
sterling in 1956 and its help to France in 1958. 

The Fund’s past accomplishments have demonstrated the value 
of this institution to the United States and to the rest of the free 
world. The proposed increase in quotas will strengthen the Fund 
in carrying forward international financial policies which have fully 
proven their worth in the national interests of the United States. — 


EFFECTIVE PERFORMANCE OF WORLD BANK 


The Fund’s companion institution, the World Bank, has performed 
with equal effectiveness in the fleld of economic development. 

The need to help the peoples of Asia, Africa, and Latin Americ: 
in enconomic development is clearly one of the imperatives of our time. 
The United States and other capital exporting nations lend their 
support not for reasons of self-interest alone, but because they be- 
lieve it is right to use some part of what they produce to help the 
hundreds of millions in less developed lands to improve their economic 
status. 

We look to our friends in Western Europe, the United Kingdom 
and other parts of the Commonwealth, mie in Japan to participate 


increasingly with us in providing development assistance to the less 
developed areas, both through their subscriptions to the World Bank 
and by means of direct bilateral arrangements. 
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Last year the World Bank achieved the highest level of lending 
in its history, having committed loans of over $700 million to less 
developed countries. It has also taken the initative in bringing to- 
gether a number of creditor countries in an exceptional effort to mobi- 
lize free world development assistance in support of one of the largest 
and most critical development programs in the world, namely that of 
India. 

I need not elaborate for this committee the key position which 
India inevitably occupies in the effort to attain more rapid economic 
growth in less developed countries. It is no exaggeration to say that 
failure of the great effort which India is making to achieve economic 
growth under conditions of freedom would be a grave setback for the 
whole of the free world. 

The bulk of the effort required to make the Indian development 
program a success must, of course, come from India itself, but never- 
theless the external assistance needed is large. It is too large for any 
one country to meet alone. For this reason, the Bank last August 
arranged for a meeting of creditor countries—Germany, Japan, Can- 
ada, the United Kingdom, and the United States—to see what could 
be done to provide for immediate needs in the face of India’s then 
serious foreign exchange situation. The result was that these coun- 
tries, together with the Bank, were able to provide some $350 million 
of additional assistance to India during the critical 6-month period 
October 1958—March 1959. The contribution of the United States 
consisted of DLF loans amounting to $75 million, or a little over 20 
percent of the total. 

At the same time the Bank is taking the lead in helping our good 
friends in Pakistan with their development program. The Bank has 
recently sent a permanent representative to Pakistan to advise that 
Government on the problems of development. 

In its 12 years of operation, the International Bank has developed 
methods of cooperation with its member countries it has helped to 
finance. It works with its member countries to assess their resources, 
it examines with them the most fruitful direction in which to channel 
their efforts, and it helps them to devise investment plans that attack 
the bottlenecks retarding growth. It has helped governments to de- 
velop in the creation of local development banks to stimulate and 
assist indigenous private enterprise. The keynote of its operations 
has been constructive realism. 

Among the institutions that are engaged in development lending, 
the Bank is unique in that it raises its funds in largest part from the 
private capital market. The Bank is a vehicle through which private 
money is put to work in productive enterprises overseas. Today pri- 
vate capital is still reluctant to move on its own in any substantial vol- 
ume into the continents of Asia and Africa. Many of the countries 
there are unstable and volatile; some are on the periphery of the Sino- 
Soviet bloc. Investors do not feel secure in moving into these areas. 
Apparently the risks of investment outbalance the gains. But private 
capital is prepared to move through the medium of the International 
Bank. The Bank has raised funds in the leading capital markets of 
the world in excess of $2.3 billion equivalent. Insurance companies, 
banks and trust funds have invested funds in the Bank’s securities, 
and the Bank in turn has put these funds to work in the less developed 
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and capital-poor countries of the free world. There has been no de- 
fault to date on any Bank loan; and no need for the Bank to call on 
member governments to help it meet its obligations to its bondholders. 
Nor do we anticipate any call on member governments in the future, 
As Secretary Anderson has explained, the proposed increase in 
capitalization and government subscriptions to the Bank is a confi- 
dence-inducing measure. Its purpose is to assure private investors 
that they can continue with confidence to put their funds to work 
through the International Bank; and thus make it possible for the 
Bank to continue unimpeded its important and creative work of mak- 
ing the free world strong and keeping it free. 


DISTINCTIONS BETWEEN PROPOSED INCREASES IN FUND AND BANK 
RESOURCES AND REQUEST FOR MUTUAL SECURITY PROGRAM FUNDS 


I wish to comment briefly on certain distinctions which should be 
kept clear between the proposals now before the committee to increase 
the resources of the Fund and the Bank and other legislation which 
will be requested for financing the mutual security program. 

First, it should be noted that the increases which are being sought 
in the resources of the Fund and Bank are intended to serve needs 
extending over a period of many years. The funds to be requested 
for the mutual security program, on the other hand, will be intended 
to finance operations for the single fiscal year 1960. 

Second, a large part of the total increased financing requested for 
the Bank and Fund will never be spent at all, barring a deterioration 
in world financial conditions approaching catastrophe. This results 
from the fact that of the total $4.55 billion which is being requested 
for the U.S. share of the increases in the resources of the two institu- 
tions together, $3.175 billion would constitute an increase in the con- 
tingency reserves of the International Bank which could not be called 
upon except in the most unlikely circumstance that this money were 
needed to avoid a default by the Bank on its obligations to its 
bondholders. 

In other words, more than $3 billion of the $4.55 billion requested 
would have no budgetary or fiscal effect immediately and only the 
contingent possibility of such effects over the long run. 

The remaining $1.375 billion relates to the increase in the Interna- 
tional Monetary Fund. As Secretary Anderson has explained, 25 
percent of this, or $344 million, would be paid in, in gold, and the 
balance of slightly more than $1 billion would be held by the Fund 
in non-interest-bearing notes which would be cashed by the Fund only 
as needed over an indefinite period ahead. 


ROLE OF BANK AND FUND IN INTERNATIONAL DIPLOMACY 


Before closing, I wish to pay tribute to the Bank and to. President 
Black for their constructive role in international diplomacy. The 
Bank has used its good offices on several occasions to promote an 
amicable settlement of difficult economic controversies between its 
members. Agreement on the payment of compensation arising from 
the nationalization of the Suez Canal and the recent settlement. of 
claims between the United Kingdom and the United Arab Republic 
were in large part the result of the Bank’s disinterested mediation. 








AMEND BRETTON WOODS AGREEMENTS ACT 61 


Currently the Bank is seeking to arrange a plan for the development 
of the Indus River Basin which will be acceptable to India and Pakis- 
tan, thus eliminating a major source of misunderstanding between 
the two countries. is 

The Bank and Fund together have come to occupy a key position 
in the structure of free world economic cooperation. They have fur- 
thered principles of international economic behavior identical with 
those underlying our own foreign economic policies. They have 
helped to mobilize in support a those principles the economic re- 
sources of many countries, thus easing the financial burden on them- 
selves. An expansion of the activ ities of both institutions is required 
in order to bring a greater economic strength and cohesion to the free 
world as a whole. For these reasons the Department of State 
strongly supports the proposed legislation enabling an increase in 
their ‘financial resources. 

The Cuarrman. Thank you very much, Mr. Secretary. I think 
that is an excellent statement. 


EFFECT OF PROPOSED LEGISLATION ON PUBLIC DEBT 


I would like to clear up one or two points. 

Can you tell me whether or not this increase will have any effect, 
and if so what, upon the public debt, if we pass this legislation ? 

Mr. Ditton. On our public debt ? 

The CHarrmMan. Yes. 

Mr. Ditton. Well, we will pay in $344 million in gold, and the rest 
of the subscription to the Monetary Fund is in non-interest-bearing 
notes, and that means that the Fund subscription will affect the 
amount of the public debt. 

The Cuamman. I don’t quite understand. Do you mean these non- 
interest-bearing notes held by the Fund will appear as an obligation 
in the sense of increasing the public debt ? 

Mr. Ditton. This is Mr. Southard, and he will answer that, Mr. 
Chairman. 

Mr. Sournarp. Mr. Chairman, the Treasury does not issue debt in- 
struments to another holder, except by adding them to the public debt. 
In other words the difference between the F und and the Bank sub- 
scription is, in the case of the Bank, the United States subscribes to 
the capital stock, but only takes on a contingent liability; in the case 
of the Fund 
The CHatrman. Then, that does not have any effect upon the public 
debt. 

Mr. SourHarp. It does not; that is correct. 

In the case of the Fund, when the Treasury hands over to the Fund 
the non-interest-bearing notes, these are demand obligations and are 
just as much a part of the public debt as would be any interest-bear- 
ing Treasury note. 

The C HAIRMAN. That is what I wanted to know. 

Mr. Sournarp. In the case of the gold—I may have confused the 
record, Mr. Chairman—that could fall either way, If the Treasury 
were to use free gold, of which it has about that amount—I don’t say 
that it will, but if it were to use free gold—then the $ 
ment would not affect the public debt. 
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The Cuarrman. Would you explain for the record the difference 
between “free gold” and any other kind of gold ? 

Mr. Sournarp. The Treasury has in its statement a total figure on 

old. For example, March 5, 1959, it showed a total of $20,478 mil- 
lion-odd dollars. That consists of the gold certificate account, $20,078 
million-odd dollars, and a balance of gold of $399,891,000, or approx- 
imately $400 million. Now, that latter amount of gold, which is not 
called free gold in this statement, but which is colloquially called free 
gold, is gold against which the Treasury has never issued gold cer- 
tificates to the Federal Reserve banks. The free gold is carried in the 
general fund of the Treasury. That gold was never acquired was pro- 
ceeds of public debt issues. It has never been mobilized in cash by 
the Treasury and could be used to pay our subscription, 

Senator Mansrtetp. Could I ask a question here, Mr. Chairman ? 

The Cuarrman. Senator Mansfield. 

Senator Mansrietp. What is the world price of gold? 

Mr. Sournarp. The official price of gold in the United States is 
$35 an ounce. 

Senator Mansrretp. What is the world price? 

Mr. SourHarp. There is no world price of gold except the prices 
that would obtain in various free-gold markets throughout the world. 

Senator Mansrietp. What price is that? 

Mr. Sournarp. I don’t have in mind the price in London at the 
moment; it isnot far away from $35, probably about $35.06. 

Senator Mansrietp. While it has been higher than that on the 
world market, we have maintained the price at $35 a fine ounce; have 
we not ? 

Mr. Souruarp. There was a period after the war where free-gold 
prices were considerably above $35. 

Senator Mansrietp. When we put gold in the Monetary Fund, did 
we put it in at the rate of $35 a fine ounce ? 

Mr. SourHarp. Yes. 

Senator Mansrievp. Even though the world market price is higher, 
we put it inat our level? Doesn’t that entail a loss? 

Mr. Sournarp. No, sir, we do put it in at $35 an ounce, equivalent 
in dollars. That doesn’t entail a an though. 

Senator Mansrrexp. If the others do the same thing that means 
they put in less gold at a higher price and we put in more gold be- 
cause we are tied down to $35 a fine ounce price. 

Mr. SourHarp. Senator, when they pay their gold into the Fund, 
they will be obliged to put the gold into the Fund at the equivalent 
of $35 an ounce. They all carry it out that same way. Other coun- 
tries may have free-gold markets, but that doesn’t enter into this 
transaction. 

Senator Mansrrevp. Thank you. 


ACTIVITIES OF WORLD BANK, INTERNATIONAL MONETARY FUND, AND DEVEL- 
OPMENT LOAN FUND 


The Cuamman. Mr. Secretary, on page 7, in the second full para- 
graph, you make a distinction between the activities of the Fund and 
the Bank extending over a period of many years and the funds re- 
quested by the mutual security program for a single year. 
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My impression of the Development Loan Fund is that it is cee 
to finance activities which extend over a number of years, not for a 
single year. 

Mr. Dutton. That is correct; it finances activities which might re- 
quire construction over a number of years, but the funds that are be- 
ing requested in the budget for mutual security programs for 1960 are 
being requested with a view to their obligation during that fiscal 
year; however, their ne rue that fiscal year is not required, but 
we expect they will be obligated during the course of the fiscal year. 

The CuarrMan. Is the Development Loan Fund intended to be a 
revolving fund? As the funds are paid in, is that money available 
for reinvestment ? 

Mr. Dixon. That is correct, but a large part of the funds of the 
Development Loan Fund will be repaid in local currency so therefore 
their use will be somewhat limited since they are local currencies of 
underdeveloped countries. In addition, the Development Loan Fund 
just started operations during this past year, and there will not be any 
substantial repayments for another 3 or 4 years. That is when they 
will begin. 

The CuatrMan. I was very impressed by the first paragraph on 
page 3. If I understand you correctly, you feel that the assistance 
in the nature of advice given by the Monetary Fund as well as the 
Bank is one of the most important contributions these institutions 
make. 

Mr. Ditton. Very much so, because, particularly in cases where you 
are dealing with internal economic policies of these new countries, 
many of them newly independent, they resist very strongly, for psy- 
chological reasons, advice from any other single country; but they 
have come gradually, and over a period of years, to a point where 
they pretty fully accept advice rendered by the experts of either the 
Monetary Fund or the World Bank, and since those experts are highly 
competent, it is a very important and helpful element in maintaining 
monetary stability and guiding development in the proper direction 
in these countries. 

The CuatrmMan. You said they accept advice more willingly be- 
cause these institutions are free from political characteristics? 

Mr. Druvon. Because they are international institutions that are 
free from any one country’s domination. 

The CuatrMan. There is no criticism from, we will say, anti- Ameri- 
can or anti-British factions when the Fund or the Bank intervenes, 
since they are not identified with any particular country. 

Mr. Ditton. They have come to the point where they are recognized 
as purely international. 

The Sinisewam, One last observation I would like to get is the 
importance of the DLF to the success of the Fund and the Bank. 
Do they work together? Do you think one complements the other ? 

Mr. Ditton. They have worked together; the DLF has worked with 
both institutions. I mentioned in my statement the case of Turkey, 
where both the Development Loan Fund and the Export-Import Bank 
had a part in the cache of financial assistance that wide possible 
last summer the Turkish stabilization program. That experience was 
repeated in the case of the Argentine program last winter. 

he resources of the Fund slotie were not large enough so that the 
Fund’s advances to these countries would have been inadequate to 
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enable these stabilization programs to get underway. The experts 
of the Fund estimated that additional money would be required, and 
a large part of the share of the United States in these funds was 
provided i in both those instances through the Development Loan Fund 
and Export-Import Bank. It is fair to say that stabilization pro- 
grams recommended by the Monetary Fund could not have been 
handled if those two U.S. institutions had not been able to participate. 

In the case of the World Bank, the Bank has found that there are 
many countries that have sound development projects that should go 
ahead, but that the countries are not able to repay, in dollars or in 
hard currencies that are readily convertible, the full amounts of the 
loans due ina relatively short period of time, the average of 15 years 
that the Bank requires for its loans. Therefore, the Bank has for 
some time favored the principle of loans repayable in local currency. 

The Development Loan Fund has worked particularly closely w ith 
the Bank in the case of India. That is the largest example where we 
have made loans that are not a drag on India’s balance of payments, 
because they provide for repayments in rupees. 

We have also worked with the Bank in a number of other coun- 
tries, such as in Central America and other places; so we do work 
very closely with them, and I think they complement each other. 





MEMBERSHIP IN INTERNATIONAL MONETARY FUND AND WORLD BANK 


The CuHatrman. For the record, I do not believe the situation has 
been made quite clear with regard to the Soviet bloc. Are any 
of the so-called bloc members of the Bank or the Fund? 

Mr. Dinton. No, none of them are members of the Bank or Fund 
at the present time. 

The CuatrMan. Have such countries as Poland or Czechoslovakia 
ever been considered for membership? Have,they ever asked to join ? 

Mr. Dron, I think they have been members at one time. 

Mr. Southard will answer in that respect. 

The Cuarrman. What is that situation ? 

Mr. Sourwarp. Mr. Chairman, Czechoslovakia and Poland were 
both original members. Russia, you may recall, also attended the 
Bretton Woods Conference, but did not in fact join after the Articles 
of Agreement were approved. The other two countries did, but, of 
course, at that time they were not Communist countries. 

Poland withdrew from the Fund, for what reasons I cannot. be 
sure at the moment, but they withdrew some years ago, in 1950. 

Czechoslovakia in 1954 was obliged to withdraw from the Fund 
by vote of the Governors for failure to comply with the Articles of 
Agreement; in particular, failure to supply the required information 
on trade and other matters. Yugoslavia is a member of both institu- 
tions and was an original member, but I take it you didn’t include 
Yugoslavia in your reference to the Sov iet. bloc. 

The Cuatrman. I don’t consider it a member of the Communist 
bloc; it is Communist, but not under domination of Russia. 

What is the attitude of the Government, Mr. Dillon, toward invit- 
ing Poland or Czechoslovakia or any other Soviet bloc member to 
join ? 

Mr. Dutton. I don’t. think that we favor that because of the diffi- 
culties that. we have had with them. Some of those difficulties, in 
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detail, in the case of the Monetary Fund, I think Mr. Southard could 
expand on and might be helpful to the committee. 

Mr. Sournarp. Mr. Chairman, I think our principal difficulty has 
been that countries in the Communist bloe—the Soviet bloc, rather— 
are secretive. Their systems are such that it is not easy to expect 
that they could fully conform to the requirements of the Articles of 
Agreement with respect to exchange rates and to freedom form re- 
strictions and so on, or to supply a full range of information on their 
trade and on their prices and on their budgets and so on which is 
required, and which all of the members do expect to supply. _ 

The Cuairman. Is it fair to say that your attitude is that if they 
would live up to the requirements of membership you would have no 
objection to membership? Is that correct ? 

Mr. Dutwon. I think that is correct. 

The CuarrmMan. You would have no objection, per se, but they 
would not, in your opinion, abide by the established rules and regu- 
lations to make the mechanism of the institution operate successfully ; 
is that correct 

Mr. Sournuarp. Yes, Mr. Chairman; except I think I would add this 
word of caution, that to my mind it is not just a matter of willingness 
to comply. The Articles of Agreement of the Fund presuppose a 
quite high degree of freedom of the economic system in the country. 
They presuppose a range of policies which are congenial to us, for 
example, but I do not think are very congenial to the Soviet bloc 
countries so it may be in fact not reasonable to expect that they 
could comply with all of the requirements. 

The CuarrmMan. Well, I don’t know that we are at a difference here. 
Perhaps we are using meaningless words because some of your mem- 
bers in fact do have a rather high degree of socialization or nation- 
alization. 

Mr. Sournarp. That is right. 

The Cuatrman. This does not cause their withdrawal. They can, 
if they wish, abide by all the rules. They can do so even though they 
have different attitudes with regard to internal financial practices 

Mr. Souruarp. I think that could well be. 

The CuarrMan. Perhaps it is only a matter of degree. 

For example, why do you think it is that some of the free world 
countries are members of the Bank and the Fund and others are not? 
It would seem to me all of them would want to be. I understand that 
Liberia and New Zealand are not members. What is the reason for 
that ? 

Mr. Ditton. Of course, practically all of the large countries are 
members, and one thing that is very interesting is that all of these 
newly independent countries, that are just coming to be members of 
the society of free nations, one of the first things they want to do is 
join. The particular reasons for Switzerland, New Zealand, and 
Portugal not being members are such that I am not familiar with 
them in detail. 

Maybe Mr. Southard remembers each one of them; they each have 
their own traditions regarding relationships with these institutions. 

If you wish additional information, we will be glad to give it to you. 

The Cuatrman. Well, I don’t know that it is very important, but 
I am curious as to why New Zealand is not a member, and Australia 
is. I wondered why that should be. 
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Can you tell us, Mr, Southard ? 

Mr. Sournarp. I am not sure I could speak very well on the record 
extemporaneously on this because there are matters, in the case of 
New Zealand, that involved some political attitudes since the very 
beginning that, in the case of Australia, disappeared; and did not 
disappear in the case of New Zealand. There has been repeated con- 
sideration of membership in New Zealand but it has never yet re- 
sulted in action. 

The Cuatrman. Do you think they just have noneed of it? Would 
you say it is true that they have no difficulty in balances in their 
trade? 

Mr. Sournarp. No. They are perfectly good potential members, 
and there is no special reason why they should not be, so far as I can 
see. 
But, in the case of Switzerland, it is a country that traditionally 
has avoided joining institutions. 

The Cuarrman. As I understand it, they do have a constitutional 
pepeeiiaon against joining any international organization, do they 
not ¢ 

Mr. Ditton. I think they have. It’s very difficult for them. 

Mr. Souruarp. They did join the European Marshall plan group. 
They did join the Organization for European Economic Cooperation, 
and that was about the first time. 

The Cuatrman. Do any of the Senators have any questions? 

Senator Winey. Yes. 


U.8. PAYMENTS TO WORLD BANK AND INTERNATIONAL MONETARY FUND 


Did I understand you correctly, Mr. Secretary, when you said that 
there was a matter of some $344 million that would be paid in gold? 
That would create an addition to the debt, would it not ? 

Mr. Ditton. That was explained in some detail by Mr. Southard; 
that it would depend on which gold the Treasury used to pay it. The 
Treasury has gold in two accounts, and if it pays out of one particu- 
lar account, it would affect the debt, and if it paid out of another ac- 
count, it would have no effect on the debt. It is a very technical 
question. 

If you are interested in further information, I think the Treasury 
would be glad to furnish a detailed explanation of that matter. 

The Cyarrman. It perhaps is a little like the way you fix the 
budget up. 

Senator Witey. I am interested in trying to understand how big 
a load this country can take. 

Now, you said that you would give to the Bank or the Fund non- 
interest-bearing notes for $1 billion which would be held in the Fund 
and would be cashed by the Fund only as needed over an indefinite 
period ahead. 

When the Government gives its note, it creates a debt; does it not? 

Mr. Ditton. That is part of the public debt; yes, sir. 

Senator Wirxy. You have stated also that none of these invest- 
ments that have been made are in default; is that correct ? 

Mr. Dron. That is correct, regarding the World: Bank. I was 
talking about the World Bank at the time. 
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Senator Witey. How about the Fund ? 

Mr. Sournarp. Senator, the Fund has no defaults either, and all 
of the outstanding drawings of the Fund, with the exception of about 
$214 million out of $1,693 million, are in the 3- to 5-year limit of 
Fund drawings. The $214 million is a special matter; we have al- 
lowed a country to have a longer time. ; : 

Senator WitEy. The answer is that there is not any default in the 
financial transactions of either the Bank or the Fund? 

Mr. Ditton. That is correct. 


COOPERATION OF WORLD BANK AND INTERNATIONAL MONETARY FUND 
WITH MUTUAL SECURITY PROGRAM 


Senator Witey. Do the Bank and Fund come in contact with the 
programs of mutual security ? 

Mr. Dutton. The mutual security program is, of course, active 
throughout the underdeveloped free world, in practically all of the 
countries of the free world that are underdeveloped. 

Senator Witey. My question is whether they are in competition 
or whether there is cooperation. 

Mr. Ditton. I gather that you mean whether the Fund and the 
Bank work together with the mutual security program in these coun- 
tries. They do. They cooperate very closely. 

Of course, both the Fund and the Bank are international institu- 
tions, but through our American representatives on these institutions 
we carry out the very closest of coordination. 

Senator Wirey. The investments that are made by the Bank and 
by the Fund—do any of them cross mutual security programs? 

Mr. Dixon. Well, in the case of the Bank, we work very closely 
together—the mutual security program works very closely together 
with the World Bank, and in a number of instances they join together 
to finance a single program—for instance, building a road in Hon- 
duras: The World Bank has advanced about half of the money re- 

uired and the Development Loan Fund the other half, so they do the 
thing jointly. There is no eo whatsoever because under the 
law the Development Loan Fund is not allowed to make loans if funds 
are available from other sources, and that includes the World Bank. 
So, there is always a check with the World Bank first to see whether 
funds are available from it. 

Senator Winey. I think that is the answer I was looking for. We 
have had a lot of criticism of the mutual assistance programs, and 
from your statement here neither the Fund nor the Bank is in default. 

As a matter of seeking to get a point across, I think you heard the 
Vice President this morning. 

Mr. Dition. Yes, sir. 

Senator Witry. If you remember, he made a very fine extempo- 
raneous talk. Among other things, he said that we must be adequate; 
adequate militarily and adequate economically. We must see that 
we don’t overbalance or upset our economy. 

He said that in these dealings we are selling the ideas of the West, 
the ideas that come, not from man, but come from God, and that the 
real contest is going to take place on that plane. 











68 AMEND BRETTON WOODS AGREEMENTS ACT 


He said in the economic and military fields we could without any 
question be taken for a ride by the Kremlin, but when it comes to the 
question of our ideals, if we sell them and sell them right, we could win, 

Now, I would like to get your view because, in h: indling money, are 
we not ‘also handling ideals? 

Mr. Di.io0n. Yes, sir. I think that speech this morning at the 
breakfast meeting of the International Council on Christian Leader- 
ship certainly pointed out the fact that this is a contest of ideals and of 
spiritual values, as well as of other values. And certainly we make 
every effort to marry the two together, and we believe very strongly 
in the importance of the psychological and spiritual values that we 
are carrying. 

Of course, our ideal of private enterprise carries with it ideals of 
freedom too, and is quite different from the philosophy that the Soviet 
Union carries when they operate abroad. 

Senator Wixey. I think that is all. 

The Cuarrman. Senator Spar kman. 

Senator SparkMAN. Mr. Chairman, I have just a question or two I 
would like to ask. 


PROPOSED ESTABLISHMENT OF INTERNATIONAL DEVELOPMENT 
ASSOCIATION 


I think we have had a very fine presentation of this whole ques- 
tion, relating to both the Fund and the Bank. Mr. Dillon, I want to 
ask you this: 

In response to a question regarding the proposal advanced by Sen- 
ator Monroney to establish an International Development Association, 
Secretary Anderson, when he was before us, indicated that such an 
association would have real potential if other countries shared fully 
in its establishment. 

Would you care to give us your views on the subject ? 

Mr. Ditton. I would agree wholeheartedly with that statement. 
Such an association would, if formed, be able to carry out activities 
very similar to those of the Development Loan Fund, and would be 
responsive to the same needs that caused the Congress to create the 
Development Loan Fund 2 years ago. 

And to the extent that other countries were willing to join in this 
effort, we think it would be most helpful. 

We do feel that, in such an international institution, if formed, the 

Jnited States should play no larger a role in the size of its contribu- 
tion than it does in the present international institutions, the World 
Bank and Monetary Fund; because otherwise the institution would 
lose its character as a real international institution. 

So, therefore, the extent to which other countries would go along 
would measure the amount that we would feel that we would be able 
to provide to support financially such an institution. 

Senator SparkMan. May I I ask you what the State Department 
is doing to push this proposal, sir ? 

Mr. Dutton. We are working closely with the Department of the 
Treasury on this subject. The Treasury Department and the State 
Department both have been pretty fully occupied in the last couple 
of months on the negotiations looking toward the formation of an 
Inter-American Development Bank, and we expect that those will 
come to an end very shortly. 
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Immediately thereafter, I think we will very actively move into 
this operation. 

Senator SparkMAN. Now, Mr. Secretary, I did not understand 
whether Senator Wiley said that he would like to have that memoran- 
dum on free gold or not. I think it would be very interesting and 
helpful, and cert: uinly, so far as I am concerned, it would be informa- 
tive, if we might have a memorandum for the record explaining the 
difference betwi een the two. 

Let us have that information. 

Mr. Ditton. The Treasury Department will do so. 

Mr. SourHarp. And put it in the record. 

(The information referred to is as follows :) 


The total gold held by the Treasury as of March 5, 1959, amounted to $20,47 
million. Title to this gold is in the United States although there are liabilities 
outstanding against it amounting to $20,078 million representing principally 
gold certificates or gold certificate credits held by the Federal Reserve banks. 
The difference between the gold assets and liabilities, approximately $400 mil- 
lion, represents free gold, i.e., gold at the free disposal of the Treasury. This 
gold was initially derived from the increment resulting from the increase in 
the official monetary value of gold in 19384. Gold which the Treasury currently 
acquires in monetary operations is placed under gold certificates. 

Part of the proposed subscription to the International Monetary Fund would 
be paid in gold, in the amount of $344 million. There are two ways in which 
this could be done: (1) The Treasury could utilize $344 million of its free gold 
for this purpose with no effect on the public debt, by turning over this amount 
of gold to the Fund, thereby reducing free gold to approximately $56 million; 
or (2) the Treasury could acquire additional free gold in the amount of $344 
million to be used for payment to the Fund by redeeming for cash gold certifi- 
eate credits held by the Federal Reserve banks. This would reduce the Treas- 
ury’s dollar cash balances which, as the Government is operating at a deficit, 
would have to be replenished through issuance of public debt securities. If 
we were operating at a surplus there would also be an effect on the amount of 
public debt outstanding, because there would be $344 million less cash available 
to retire public debt 

It has not yet been determined which method would be followed in this case. 


Senator Sparkman. Another thing. I do not know that we par- 
ticularly need this for the record, but certainly it would be interesting 
and informative to me if we had some explanation of the situation 
that Senator Fulbright asked about. 

I have always understood that Switzerland did have a constitu- 
tional prohibition against joining international organizations. I 
would like to have that clarified in a memorandum, for insertion in 
the record, and why other nations which normally we would think of 
as being members are not members. 

Mr. Ditton. We will do so. 

Senator SparKMAN. That is all, thank you. 

(The information referred to is as follows :) 

There are a few countries of the free world which have not yet joined the 
Fund and the Bank, most notably Switzerland, New Zealand, and Portugal. In 
the case of Switzerland, it is our understanding that there is no constitutional 
bar to her joining. As a matter of policy, Switzerland has preferred not to be- 
come a member of the Bank and the Fund. However, Switzerland has not 
only opened her capital market to Bank bond issues and loaned directly to the 
Bank but also has entered into a special agreement with the Bank under which 
she has given it essentially the same privileges and immunities that Bank mem- 
bers have accorded it under the Articles of Agreement, including certain tax 
privileges. New Zealand participated in the Bretton Woods Conference and 
the question has arisen in New Zealand from time to time regarding member- 
Ship in the Fund and the Bank. A few years ago a Royal Commission recom- 
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mended that New Zealand become a member of the Fund and the Bank. How- 
ever, action on the matter has not yet been taken. Officials of Portugal have 
discussed with Fund and Bank officials the question of Portuguese membership. 
Portugal, however, has not yet applied for membership. 

Senator Sparkman. Thank you; thatis all. 

The CHarrMan. Senator Mansfield. 

Senator Mansrre.p. No questions, Mr. Chairman. 
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MEMBERSHIP OF SPAIN IN BANK AND FUND 


The Cuarrman. Mr. Secretary, is it correct that Spain has recently 
joined the Fund and the Bank ? 

Mr. Ditton. That is correct; yes, sir. 

The Cuarrman. Do you know whether a study is being undertaken 
at the present time to assist Spain, similar to the study they did in 
Turkey ? 

Mr. Dron. That is presently underway, in a very preliminary 
stage. The Spaniards have asked for IMF technical assistance and 
are also conducting conversations with the Organization for Euro- 
pean Economic Cooperation, which they would like to join as full 
members. They are presently in the status of associate membership 
there, and if those conversations come to a successful conclusion, it 
is likely that there would be a similar operation like that which took 
place with Turkey last summer. 

The Cuarrman. Although it is recognized that there are clear 
distinctions between the purposes of the Fund and the Bank, and 
those embodied in our mutual security program, do the operations of 
the Fund and the Bank in any way diminish the need for foreign aid 
from the United States ? 

Mr. Ditton. We do not think they do. Certainly, if the Fund and 
the Bank were not in existence, and we were trying to carry this same 
burden, the need for foreign aid would be very considerably higher; 
but in formulating our requirements for foreign aid, we have fully 
taken into account the activities of the Bank and the Fund so that 
their activities do not diminish the need for the amounts which have 
been requested. 

The Cuarrman. Do you have anything further you would care to 
offer the committee regarding this legislation ? 

I believe that is about all the questions I have. 

Senator Sparkman. Mr. Chairman, let me ask one question. 

The Cuatrman. Senator Sparkman. 


ESTABLISHMENT OF THE EUROPEAN FUND 


Senator Sparkman. I suppose this is relevant, but I do not know 
how important it is. Now that the countries of Europe have dis- 
banded the EPU and have organized a new monetary fund 





Mr. Drrxo0n. I think it is called the European Fund, established 
under the European Monetary Agreement. 

Senator SparKMAN. European Fund? 

Mr. Ditton. Yes, sir. 

Senator Sparkman. Is there any relationship between that and the 
operations of the Monetary Fund? 

Mr. Ditton. I would like to ask Mr. Southard to answer that. 
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Mr. SourHarp. Senator, the European Fund has $600 million in 
resources, or will have when all of the member countries, which are 
the same countries that have been members of the old European Pay- 
ments Union, are called upon to make al! of their contributions. 

This $600 million can be used by the Board of Management of that 
Fund in Paris to make 2-year loans to the member countries. 

Now, those loans, in my opinion, would be for substantially the 
same purposes that advances of the International Monetary Fund 
are, like special credits arranged under the old European Payments 
Union—on the whole, for the same purpose of giving short-term bal- 
ance-of-payments assistance. 

Now, the Monetary Fund has a permanent representative in Paris 
who attends the meetings of the Board of the European Monetary 
Agreement just as he did attend meetings of the Managing Board of 
the European Payments Union, and when, in cases such as the Under 
Secretary of State mentioned, such as the Turkish and French stabi- 
lization programs, there is a useful meshing of the activities of the 
two, that is also easily worked out. , 

Senator Sparkman. Is it somewhat the same kind of cooperation 
that we might expect between the Monetary Fund and Export-Import 
Bank, for instance, in this country ¢ 

In other words, are they separate, but at the same time supplemental 
or complementary to each other ? 

Mr. SoutrHarp. Yes; I would think so, except that the European 
Fund, of course, is a strictly short-term lending institution. 

Senator SparKMAN. And restricted to that area. 

Mr. Sournarp. Yes. The Monetary Fund and Export-Import 
Bank have had, in my experience, the closest possible contact and very, 
very intimate cooperation and coordination in actions together. 

Senator SpaRKMAN. Yet they are separate operations. 

Mr. SourHarp. Separate and distinct. 

Senator SparkMAN. All the members of the OEEC are members of 
the European Fund ? 

Mr. SoutHarp. Yes, sir. They abolished the European Payments 
Union and created the European Fund, and then in the next moment 
transferred all of the funds and assets of one over to the other. 

Senator Sparkman. I was puzzled by something you said a little 
while ago—Switzerland was originally a member of the Marshall plan. 
She did not remain so? 

Mr. Ditton. Switzerland, from the beginning, has been a member of 
the Organization for European Economic Cooperation. 

Senator SparKMAN. But she did not actually share in the Marshall 

lan ¢ 

Mr. Ditton. She did not receive Marshall plan aid. 

Senator SparKMAN. That was my impression. 

Mr. Dixon. That is correct. 

Senator Sparkman. And the tie-in, then, is purely European coop- 
eration ? 

Mr. Ditton. That’s correct. 

Senator Sparkman. I believe that is all, Mr. Chairman. 

The Carman. With regard to this fund, what is the nature of its 


assets? You say $600 million; are they in dollars or in European 
currencies ? 
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Mr. SourHarp. Mr. Chairman, I am not unduly expert in this, but 
these assets all are in gold or dollar form; that is, they are convertible 
assets. We could put in the record a statement of the assets and 
resources. 

The Cuarrman. I don’t know that it is materially important. 

Mr. SourHarp. Every member has to pay in gold. 

The Cuamrman. They would have to make whatever they put in 
convertible into hard currency ? 

Mr. Dron. Gold. 

Mr. Sournarp. If that is not correct, we will change it for the 
record. 

The CuarrMan. You say $600 million ? 

Mr. Ditton. Yes, sir. 

The CHarrMan. So, in a sense, the European International Mone- 
tary Fund is intended to be for the same purposes? 

Mr. Sournarp. That is correct. 

The CuHatrmMan. Do you have anything further that you think 
would be beneficial to the committee ? 

Mr. Sourwarp. I have nothing, sir. 

Mr. Ditton. No; nothing to add. 

The CuHarrman. I believe that concludes the hearing today. 

As I announced previously, perhaps before some of the audience 

came in, the next hearing on this subject will be on March 17 at. 10 
a.m. We will hear nongovernmental organizations; it is expected 
that this will be the final hearing on this legislation. 

Very well, gentlemen; that is all, 

(Whereupon, at 11:35 a.m., the committee recessed, to reconvene 
at 10 a.m., "Poeelay: March 17, 1959.) 
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TUESDAY, MARCH 17, 1959 


U.S. SENATE, 
CoMMITTEE ON ForEIGN RELATIONS, 
Washington, D.C. 

The committee met, pursuant to recess, at 10 a.m., in the committee 
room, U.S. Capitol Building, Senator J. W. Fulbright (chairman) 
presiding. 

Present: Senators Fulbright, Green, Sparkman, Lausche, Church, 
Wiley, Langer, Aiken, and Capehart. 

Also present: Arnold H. Weiss, Office of the General Counsel, 
Treasury Department. 

The Cuairman. The committee will come to order. Today the com- 
mittee is holding its third and final public hearing on S. 1094, a bill 
to amend the Bretton Woods Agreements Act of 1945 as amended. 
This bill would authorize the United States to contribute to increased 
resources for the International Monetary Fund and the International 
Bank for Reconstruction and Development. Three non-governmental 
witnesses are to testify this morning, Mr. John J. McCloy for the 
American Bankers Association; Mr. Bert Seidman for the AFL-CIO 
and Mr. Herbert E. Harris II, for the American Farm Bureau Fed- 
eration. I understand that Mr. McCloy, who was scheduled on the 
program to appear first, had an appointment downtown but will be 
along a little bit later, so if Mr. Seidman is here, would he come 
forward and give us his testimony first, please. 

We are very happy to have you here this morning. 


STATEMENT OF BERT SEIDMAN, ECONOMIST, DEPARTMENT OF 
RESEARCH, AFL-CIO 


Mr. Seripman. Thank you, Mr. Chairman. My name is Bert Seid- 
man. I am an economist in the research department of the Ameri- 
can Federation of Labor and Congress of Industrial Organizations. 
I appreciate the opportunity to appear before this committee to state 
the views of the American Federation of Labor and Congress of In- 
dustrial Organizations on S. 1094, introduced by Senator Fulbright, 
the distinguished chairman of this committee. 

S. 1094 would authorize an increase of $1,375 million in the quota 
of the United States in the International Monetary Fund and of $3,175 
million in the U.S. quota in the International Bank for Reconstruction 
and Development. (World Bank). 

The AFL-CIO supports these proposals and urges prompt enact- 
ment of S. 1094, the bill your committee is now considering. 
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REASONS AFL-CIO SUPPORTS INCREASED QUOTA FOR IMF 


I should like to briefly state our reasons for recommending con- 
gressional authorization of the request the President has made with 
respect to U.S. participation in these two international financial 
institutions. 

The International Monetary Fund provides a pool of currencies 
to supplement the individual currency reserves of member nations. 
These include almost all the major non-Communist-trading countries. 
Unlike the World Bank and our own Development Loan Fund, the 
IMF is not directly engaged in financing development projects. 
Nevertheless, it does perform a very important function which is of 
indirect assistance to economic development. 

The loans made by the IMF to carry member nations over temporary 
foreign exchange shortages help to support the continuity of eco- 
nomic development programs and to prevent disruption of interna- 
tional trade. 

The President has requested and S. 1094 would provide that the 
U.S. Governor of the Fund be authorized to request and consent to 
an increase of $1,375 million in the U.S. quota in the IMF. Together 
with the amounts anticipated from other member nations, this would 
increase the funds available to the IMF from approximately $214 
billion to about $5 billion. 

This is needed to bring the total resources of the Fund, which have 
been considerably depleted during the Suez crisis to a level where it 
can deal effectively with whatever major foreign exchange crisis may 
occur in future years. 

The increased amount would also be more commensurate with the 
expanded volume of international trade and the generally higher 
prices of commodities, as well as the increased convertibility of cur- 
rencies, all of which contribute to increased requirements of the Fund 
to provide short-term, balance-of-payments assistance. 


REASONS AFL-CIO SUPPORTS INCREASING RESOURCES OF INTERNATIONAL 
BANK FOR RECONSTRUCTION AND DEVELOPMENT 


The President has requested and S. 1094 would authorize the 
U.S. to increase its share of the standby guarantee authorization of 
the International Bank for Reconstruction and Development (World 
Bank) by $3,175 million. This will require no actual cash appropria- 
tion or expenditure. The Bank raises most of its funds in private 
security markets. 

All that is contemplated in the present proposal is to strengthen the 
financial guarantee the Bank places behind its securities and thereby 
facilitate the sale of such securities in sufficient volume and at rela- 
tively moderate interest rates to meet the needs of member nations for 
development loans. 

Although, as I shall indicate, there are important limitations on 
what the Bank can accomplish by way of assistance to economic de- 
velopment, it nevertheless performs a most valuable function in aiding 


economic growth. 
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ACCOMPLISHMENTS OF IBRD 


By the end of 1958, the Bank had authorized over 200 loans amount- 
ing to more than $4 billion for more than 600 projects in 49 countries 
or territories. 

Increasingly, the Bank has concentrated its activities in the under- 
developed countries in Asia, Africa, and Latin America. As of De- 
cember 31, 1958, nearly two-thirds of the Bank’s loan commitments 
were to those areas. Approximately one-third of the Bank’s lending 
has been for electric power development; another third for transporta- 
tion facilities; and the remainder for agriculture, especially for irriga- 
tion; industry, especially steel production; and for other development 
purposes. 

The Bank’s loans are made in hard currencies at going interest rates 
(414 to 6 percent) and for repayment periods ranging from 15 to 
25 years. 

ans must be guaranteed by the government of the borrower’s 
country and must be repaid in dollars or other hard currencies. Loans 
are made for various types of projects but not for so-called social 
capital such as schools, hospitals, and so forth. 

Amounts of the loans are limited by the funds actually needed to 
finance the imports required to carry out the project. Any additional 
amounts needed to meet the costs of the project must be provided by 
the borrower from other sources. 

Largely because of its relatively stringent requirements and con- 
servative financial policies, the Bank is an extremely solid financial 
institution. In fact, it has not had a single loss on any of its loans. It 
is therefore extremely unlikely that the Bank will ever have to call on 
member states for payment under their contingent liabilities. 

Nevertheless, it is the backing provided by these contingent liabili- 
ties that permits the Bank to raise the funds required to carry on its 
important program. We therefore strongly support the recommenda- 
tion for expanding the contingent liabilities of the United States by 
the $3,175 million the President has requested. 


IMF AND IBRD CANNOT DO WHOLE JOB 


While we unhesitatingly endorse the proposals to expand the U.S. 
participation in the IMF and IBRD, we also want to emphasize 
our conviction that these agencies necessarily have relatively limited 
functions and must therefore be supplemented by other programs to 
assist economic development in the underdeveloped countries. 

I am attaching to my testimony the December 1958 issue of our 
publication, “Labor’s Economic Review” which states the views of 
organized labor on the urgent necessity for the United States, in 
both our own and international programs, to extend economic and 
technical assistance to help economic growth in the underdeveloped 
countries. 

Mr. Chairman, I respectfully request that this issue of “Labor’s 
Economic Review” be included as part of my statement. 

The Cuarrman. Yes, without objection it will be included. 
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(The document referred to follows:) 
[From the Labor’s Economic Review, December 1958] 


AMERICA’S Rote IN HELPING WorLp Economic GrowTH 


Twenty-one nations have achieved their independence since the end of World 
War II. Each of these nations has been faced with the immediate problem of 
establishing a workable political structure. Equally important on the agenda 
of the newly independent nations has been the problem of stimulating economic 
development at a rapid pace in order to raise as quickly as possible present 
abysmally low living standards. 

The people in the lands which have recently won freedom have come to believe 
that political independence has set the stage for the economic growth of their 
countries—economic growth which will free them from the age-old Durden of 
poverty which they and their ancestors have always borne. Hundreds of mil- 
lions of people in these underdeveloped lands in Asia, Africa, and Latin Amer- 
ica are questioning for the first time the necessity of continuing poverty. In- 
deed, the continuing scourage of malnutrition, ill health and illiteracy has be- 
come intolerable for people who have been fired by the enthusiasm of political 
awakening. 

It goes without saying that the political leaders in these countries cannot 
ignore the yearnings of their people for a better life. But we must also accept 
the fact that we in the United States and, to a lesser extent, in the other in- 
dustrialized nations in the free world, have a heavy responsibility and an im- 
portant stake in the developing struggle to wipe out poverty all over the world. 

The tremendous pressure for economic advancement in the underdeveloped 
countries has been generated at a time when many forces are at large in the 
world which can, if they are not effectively counteracted, hinder or even thwart 
effective steps toward economic growth in these areas. At least two such forces 
seem to be of transcending importance. 


Forces hindering economic growth 

The first is the tremendous explosion of population which is taking place all 
over the world but especially in the less-developed nations. 

Advances in public health in these areas, even though still limited, have 
greatly reduced the death rate; while birth rates have generally continued at 
high levels. The result is that while total national income may rise, per capita 
income and the standard of living it supports rises much more slowly. Indeed, 
without outside assistance, national income may actually rise in some of these 
countries while the standard of living may fall. 

A second disrupting force impeding economic growth in the underdeveloped 
areas is the worldwide conflict between the nations of the free world and the 
Soviet bloc. It is true that to some extent, the less-industrialized nations have 
benefited from this struggle because the countries extending economic assist- 
ance—especially the Soviet Union but also, to a much lesser extent, the United 
States—have sought thereby to attempt to win the friendship of still uncom- 
mitted underdeveloped nations. 

But the unsettled state of world affairs has motivated many underdeveloped 
countries to divert scarce resources from domestic economic objectives to mili- 
tary purposes. It has also tended to limit the amount of funds available for 
economic rather than military assistance by the United States and other 
industrialized countries. 


Characteristics of underdeveloped areas 


Although we tend to think of underdeveloped areas as a homogeneous group 
of lands, no two underdeveloped areas are exactly alike. On the contrary, 
there are wide differences among them. Some are arid lands lacking the basic 
natural resources generally considered necessary for economic development 
while others are rich in water, mineral, and land resources. In between these 
extremes, there are many variations. 

What the underdeveloped countries have in common, however, is a relatively 
backward economy held back by a primitive agriculture and a very low pro- 
ductivity. This means that except for the relatively few wealthy owners of 
land and other natural resources, the people generally have a very low stand- 
ard of living. 

It is hard for most Americans to realize what life means to the hundreds of 
millions of men, women, and children who live in these poverty-ridden lands. 





rte er SS a 


wre So 


AMEND BRETTON WOODS AGREEMENTS ACT 77 


These are people who, no matter how hard they toil, cannot escape the pangs 
of hunger, the ravages of disease, and what appears to be the utter impossibility 
of satisfying the most elementary needs of themselves and their families. 

Economists agree that there is no possibility of the people of such countries 
simply lifting themselves up by their bootstraps. The economies of these coun- 
tries cannot grow unaided. Economic development is only possible with the 
infusion into their economies of elements which cannot be developed entirely 
from within these countries. 

Economic assistance by the industrialized countries is absolutely essentia) 
if the underdeveloped countries are to lay the foundation for sound economic 
growth. The need for outside assistance is thus another characteristic which 
the underdeveloped countries have in common. 

Without such assistance, the gap between the developed and underdeveloped 
areas will widen. A few figures tell the story. Based on recent trends in the 
world economy, total national production has been growing by the following 
rates per year: 

4.5 percent in the free world industrialized nations.! 
4.5 percent in the Soviet bloc.? 
2.5 percent in the less-developed nations.? 

In 1956, as shown in the chart on page 73, it was estimated that if these growth 
rates should continue for the next 20 years and in the light of anticipated popu- 
lation increases in the various parts of the world, per capita national output 
would increase by 103 percent in the industrialized free countries, 91 percent in 
the Soviet bloc (including Red China), but only 29 percent in the less-developed 
free countries. 

These estimates also indicate that from 1956 to 1976, per capita national out- 
put in the less industrialized free countries would drop from approximately 12 
percent to only about 6 percent of the average in the industrialized free countries. 
During the same period, their proportion of per capita output of the Communist 
bloc would decrease from nearly one-third to about one-fourth.* 

Thus, the already tremendous gap between the underdeveloped countries and 
the rest of the world would become even greater even though per capita income 
might increase slightly in the less-developed areas. Only a large injection of 
economic assistance into the economies of the underdeveloped countries can 
prevent an ever-widening disparity between their level of living and ours. 

The experience of countries which have successfully industrialized points to 
certain essential ingredients for economic growth. 


Essentials for economic growth 


There must be an improvement in farming methods to permit increased agri- 
cultural productivity so that adequate food can be provided for growing popula- 
tions and manpower can be released from the rural areas for work in non- 
agricultural activities. But this alone will not insure industrialization and 
economic expansion. In fact, economic growth will be impossible unless the 
country can develop certain basic material and human resources. 

Industries cannot even be started unless there are roads, ports, powerplants, 
and communication facilities. Housing must be available for the workers who 
will man these facilities and those who will be employed in the new factories. 
Of utmost importance are education and training programs as well as health 
and social services to assure efficient utilization of the new facilities and plants. 


Why economic aid? 

How can these physical facilities and social services be developed? Hither 
through savings set aside from the yearly output of the country itself or through 
foreign investment or assistance or through some combination of these. 

In actual fact, all three methods of providing new capital in underdeveloped 
areas are currently being utilized, but at present levels they are insufficient to 
permit even moderately rapid economic growth. 


1Four percent in the United States, 5 percent in the other industrialized nations, 
including Western Europe, Canada, and Japan. 
eae percent in the U.S.S.R., 3 percent in the Soviet satellites, and 2 percent in Red 
“hina. 

8 Three percent in Latin America and about 2 percent in other less-developed areas. 

4 Based on estimates of United Nations Statistical Office and U.S. International Coopera- 
tion Administration as shown in Rockefeller Brothers Fund Report, ‘‘Foreign Economic 
Policy for the Twentieth Century,” 1958, p. 74. 
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A considerably expanded rate of investment will be needed in the underde- 
veloped countries from them to break through the “sound barrier’ which will per- 
mit them to embark upon an effective program of economic growth. The alter- 
native is continued decay of their economies and misery of their peoples with 
population growth continuing to outpace development of their resources. 

This is an alternative the inhabitants of these lands simply will not accept. 
Neither should we, unless we are willing to see the uncommitted nations turn 
increasingly, as they have already begun to do, to sources of financial assistance 
in the Soviet world and totalitarian methods of developing their economies and 
organizing their governments. 

To obtain the capital they need to modernize their economies, underdeveloped 
countries can obtain only small amounts of funds from local savings. It goes 
without saying that the mass of the people living at the very margin of existence 
simply cannot set aside any savings from their pitifully meager incomes. 

If internal savings are not a promising source of funds for economic expansion 
in underdeveloped areas, private investors from abroad have also shown little 
inclination to invest in these countries. It is true that the total flow of private 
foreign capital from the United States to foreign countries has risen considerably 
in recent years, but very little has found its way to the underdeveloped areas and 
even less to the types of economic activities which would promote overall 
economic growth in those countries. 

U.S. direct private investment abroad more than doubled from less than $12 
billion in 1950 to over $25 billion in 1957, but in the latter year, only about $3 
billion was in the capital-short areas of Asia and Africa. U.S. officials have 
estimated that in recent years only about $100 million of private investment from 
American sources annually has been devoted to the Afro-Asian nations. While 
nearly $9 billion was invested in Latin America by 1956, the bulk of it was in 
oil, mining, and plantations with only about one-fifth in manufacturing. 

There has been much discussion about the need for tax incentives both by 
underdeveloped countries and the United States to encourage private investment 
in less-developed areas. However, if the related problems of convertibility of the 
earnings of private firms to dollars and the protection of the properties of such 
firms against confiscation are adequately met, it should be possible to obtain more 
private investment. Even so, private investment will not begin to meet all of the 
capital needs of underdeveloped countries. 

Thus, most of the funds needed for industrialization and virtually all of the 
money needed for transportation, housing, and other physical facilities essential 
for industrialization, as well as health, educational, and social services must be 
sought from public sources outside of the under-developed countries themselves. 
Inevitably, as the richest national in the world, only the United States can pro- 
vide the largest part of the funds needed for economic expansion in the less- 
developed countries, though not necessarily in U.S.-administered programs. 
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Funds for foreign aid 


Foreign aid from public sources, whether from a single nation or an interna- 
tional agency, takes several forms. 

Loans are the most common type of foreign aid. The loans may be “hard” or 
“soft.” Hard loans are generally at the going rate of interest (currently 5 to 6 
percent) for a relatively short duration and repayable in dollars or other so- 
ealled hard currencies. Soft loans are at lower interest rates (perhaps 2 to 3 
percent), for longer periods and repayable in the country’s own currency. 

While the distinction between hard and soft loans might appear to be tech- 
nical, actually the difference between them is quite important. The ease of re- 
payment at lower interest rates and over a longer time period does not require 
elaboration. What may be less clear is the desirability from the standpoint of 
the recipient country of repayment of foreign loans in its own currency. 

Repayments made in its own currency remain in the country for spending by 
the lending country or agency or for future investment. On the other hand, 
repayment in dollars or other hard currencies diverts funds from the country 
altogether and thus partially defeats the very purpose of foreign aid. Thus, 
soft loans are generally more appropriate and more effective for economic as- 
sistance purposes than hard loans. 

Even soft loans are not feasible in the earliest stages of economic develop- 
ment or for projects which will not generate surplus funds for repayment or 
for health, educational, and training programs which cannot be directly self- 
liquidating. For these essential activities, without which economic expansion 
cannot proceed, outright grants are required. 
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It is for this reason that the various programs of technical cooperation have 
peen on a grant basis. These programs which were first outlined in President 
Truman’s famous point 4 address, are directed toward providing underdeveloped 
nations with the skills and techniques essential for their economic growth. 

In the first instance, technical cooperation usually emphasizes improvements 
in health, education, and agriculture. Later it is expanded to develop necessary 
skills for industry, transportation, communication, housing, mining, public ad- 
ministration, and community development. 

Here are just a few of the accomplishments of U.S. technical cooperation 
programs: In Brazil, life expectance in 17 cities has been increased by 10 years; 
in Indo-China, over a million people have been treated for trachoma; in Thailand, 
where 5 million people had malaria a few years ago, that dread disease has been 
virtually eliminated; in Liberia, rice yields have been doubled; and in the 
Philippines, 80 vocational agricultural schools have been started. 

President Eisenhower was undoubtedly right in stating: ‘“‘Technical coopera- 
tion has proved it is a practical and productive concept and is the surest and 
most economical way, over the long term, to speed the advance toward an 
expanding world economy and a higher standard of living.” 

One other type of economic aid is direct transfer of farm surpluses, either 
by outright grant or by sale for local currencies, to underdeveloped countries. 
While these countries are predominantly agricultural, most of them nevertheless 
do not raise enough food and fiber to meet even the minimum needs of their own 
people. Our agricultural surplus commodities, within the limits of our own 
requirements, can be used to help feed the hungry and clothe the ill clad in im- 
poverished lands providing this is done without disrupting the agricultural sys- 
tems of recipient countries. 

U.S. foreign aid programs 

Beginning with lend-lease during World War II and the Marshall plan of as- 
sistance for economic recovery of Western Europe in the immediate postwar 
years, the United States has had some type of economic aid program for nearly 
two decades. In addition, we have extended and are still making available rela- 
tively large amounts of military aid and defense support (furnishing of nonmili- 
tary goods and services to military allies). Until quite recently, military assist- 
ance and defense support absorbed about 90 percent of our foreign aid funds and 
even now, about two-thirds of U.S. foreign aid appropriations are devoted to 
these programs. 

An increasing but still inadequate proportion of foreign aid funds, however, is 
being devoted to economic assistance and technical cooperation programs in un- 
derdeveloped countries. Studies made in the United States as well as by inter- 
national agencies have highlighted the urgent requirements of the less-developed 
nations for economic assistance. While these surveys have not all reached pre- 
cisely the same conclusions, they have agreed on a few essential points: 

1. Substantially larger amounts, ranging up to an additional $3 to $4 billion 
a year from all free world sources should be devoted to economic aid. Of this 
amount, the largest part, probably on the order of $2 to $3 billion annually, 
ought to come from the United States; 

2. Because economic expansion and industrialization in the underdeveloped 
countries will require assistance over a long period of time, economic aid pro- 
grams must be shifted from a year-to-year, hand-to-mouth existence to a long- 
term basis which will assure sufficient funds well in advance of need; 

8. Increasing emphasis should be directed from reliance exclusively on uni- 
lateral programs in which the United States is the sole participant to multilateral 
programs in which other nations join to the extent of their financial capabilities, 
administered by U.N. or other international or regional agencies. 


Development Loan Fund 


The most significant innovation in our economic assistance program has been 
the establishment of the Development Loan Fund. The DLF was set up to 
provide interest-bearing loans generally at relatively low interest rates, for 
economically sound development projects which do not qualify for loans from 
other institutions, such as our own Export-Import Bank or the World Bank, 
both of which operate under strict banking criteria. 

In 1957, the administration proposed establishment of the DLF with a $2 
billion authorization for a 3-year period. Instead, Congress authorized only 
$500 million for the first year and $625 million for the second year. It has 
only appropriated, however, $300 million for the first year and $400 million 
for the second year. 
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That these funds are far from sufficient is demonstrated by the flood of 
requests to the DLF for loans. By late 1958, the Fund had under consideration 
applications from some 45 countries totaling over $1.5 billion. It had already 
committed $573 million of the $700 million available to it and expected to 
commit the rest by early 1959. 

Some administration officials have suggested that the Congress may be 
requested to authorize $1 billion a year for the DLF for perhaps a 5-year 
period. Such congressional action, though probably still not adequate, would 
help to put the DLF on a much more solid foundation. 

Despite the rapid disappearance of the limited funds Congress had thus far 
appropriated in late 1958, applications were still pouring in. This is not at all 
suprising since, even though on much too small a scale, the DLF is already 
engaged in financing a wide variety of essential projects around the world, 
including roads, ports, powerplants, communications, irrigation and industrial 
facilities. 
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Multilateral aid 


Until quite recently. the United States has been quite cold to proposals for 
setting up international or regional agencies to finance foreign aid. For example, 
it was largely opposition by the United States that doomed the suggestion for a 
Special United Nations Fund for Economic Development (SUNFED) which 
was proposed to finance on an international basis economic and social develop- 
ment programs in underdeveloped countries. 

More recently, however, under the pressure of political upheavals in various 
parts of the world, the United States has shown increasing willingness to con- 
sider participating in international and regional economic assistance efforts. 

As an alternative to SUNFED, in October 1958, the U.N. General Assembly 
approved a U.S. proposal for establishment of a $100 million U.N. Special Proj- 
ects Fund. The United States will provide $38.5 million on a matching basis in 
the event that a total of $100 million from all member countries is realized. 
The Fund is intended to be used to finance “relatively large projects [which] 
lead to early results and have the widest possible impact in advancing the eco- 
nomic, social or technical development of the country or countries concerned.” 

On a broader basis, the Administration is giving sympathetic consideration to 
a proposal first made by Senator Mike Monroney (Democrat, Oklahoma), for 
establishment of an International Development Association as an affiliate of 
the existing World Bank. This proposal contemplates initial capitalization for 
the IDA of $1 billion of which the United States would subscribe $300 million. 
The IDA would provide loans on relatively easy terms for basic economic 
development projects which might not qualify for hard currency loans offered 
under strict banking terms by the World Bank. 

On a regional basis, the United States has indicated it would look with favor 
upon and might be prepared to participate in economic development institutions 
in Latin America and the Middle East. In each area, the United States might 
put up as its share about $100 million. 


Foreign aid and our domestic economy 

The United States should not formulate its economic assistance program on 
the basis of domestic economic considerations. We are interested in foreign aid 
primarily because it will make possible the development of sound expanding 
economies in underdeveloped areas. Economie assistance to the less-developed 
countries will also help to establish an economic foundation in those lands 
for lasting political freedom and democracy. 

These are our primary aims in establishing economic assistance. But we 
should not ignore the fact that our foreign economic programs do provide direct 
economie benefits in our own country. 

In the first place, the underdeveloped areas provide us with many raw ma- 
terials and minerals essential for our security and our economy. For example, 
we import from the less-developed countries 100 percent of our natural rubber 
and tin, 99 percent of our chromite, 95 percent of our manganese, 72 percent 
of our tungsten, and 70 percent of our bauxite. 

Not only do we obtain sorely needed products from the underdeveloped areas, 
but they are increasingly becoming important markets for our own industries. 

In addition to these gains, the foreign aid program makes possible employment 
for about 600,000 workers in American factories and farms. These are the work- 
ers who produce the manufactured products and agricultural commodities which 
we send abroad in fulfilling foreign aid commitments. Government agencies ad- 
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ministering these programs estimate that nearly 80 cents of every dollar of 
foreign aid funds is spent in the United States thereby providing a powerful 
stimulant to the economy of the Nation. 

Soviet penetration 

Until a few years ago, the Soviet Union confined most of its foreign assistance 
to satellite countries firmly within the Communist orbit. More recently, how- 
ever, the U.S.S.R. has launched a program of economic assistance agreements 
with countries not under Soviet domination. In the 3 years, 1954-57, about 
$1.9 billion in aid was committed by Soviet bloc states to nonbloc countries. 

Neither we in the United States nor the recipients of Soviet economic assist- 
ance should be under any illusions about the objectives and purposes of Soviet 
foreign aid. The foreign economic policy of the U.S.S.R. is directed first and 
foremost toward achievement of the political goals of the Soviet Union. Thus, 
Khrushchev admitted to a group of U.S. Congressmen in 1955, ‘‘We value trade 
least for economic reasons and most for political purposes.” 

What is true of Soviet trade policy is no less true of its foreign aid program. 
That program is geared to the one aim of drawing countries not yet under the 
Soviet yoke into the U.S.S.R.’s political camp. That is why 90 percent of the 
Soviet’s foreign aid is committed to five key neutralist or uncommitted coun- 
tries: United Arab Republic, Yugoslavia, India, Afghanistan, and Indonesia. 

In extending foreign aid to uncommitted countries, the Soviet Union em- 
phasizes four basic themes: (1) the burning desire in less-developed areas for 
economic development and rising living standards; (2) possible dissatisfaction 
with the terms of their trade with Western countries; (3) in some instances, 
dissatisfaction also with terms of Western aid; and (4) prestige of the Soviet 
economy—the idea that any underdeveloped country can industrialize in a short 
time by accepting Soviet help just as the Soviet Union has done. 

Stressing the political and psychological aspects of foreign aid, the U.S.S.R. 
tends to emphasize “showcase” items in its foreign aid program, such as steel 
mills, nuclear research laboratories and other projects which tend to build up the 
prestige of both the Soviet Union and the recipient country. But this lack of 
balance in the Soviet program also reduces the funds the U.S.S.R. requires for 
‘arrying out what is from its standpoint an effective foreign aid program. The 
political emphasis in Soviet economic assistance means that it does not require 
as large funds as would a program promoting balanced, long-term economic 
growth in underdeveloped countries. 

While the Soviet Union has offered obstensibly favorable terms (21% percent 
long-term loans) in its foreign assistance agreements, it has insisted that all 
credits be used for purchase of Soviet or satellite products and also on the right 
annually to renegotiate prices, quantities and other terms of agreement. Even 
more important, as such countries as Yugoslavia have learned, the Soviet Union 
does not hesitate to cut off committed foreign aid to countries that refuse to 
succumb to its political demands. 

The Soviet Union will probably step up its drive even more in the foreign aid 
field. Despite the disadvantages to recipient countries, underdeveloped countries 
will undoubtedly still continue to turn to the Soviet Union for economic assist- 
ance. Indeed, they will seek Soviet help increasingly especially if the United 
States should leave a vacuum which the Soviet rulers could fill. 

Certainly it is in the interest of the United States to prevent development of 
strong economic bonds between the Soviet Union and the still free nations of 
the world. As the AFL-CIO executive council has stated: “We must meet this 
challenge by expanding our foreign aid program and gearing it to the needs and 
aspirations of the peoples of the underdeveloped areas.” 


America’s foreign aid effort 


This issue of Labor’s Economic Review is devoted solely to discussion of 
economic and technical assistance to underdeveloped countries. But the AFL- 
CIO recognizes the continued need for military assistance as part of the overall 
foreign aid effort. We do not claim competency to assess how large and what 
kind of military aid program we must have. 

We do insist, however, that the size and nature of military assistance pro- 
grams must not be permitted to detract from the importance nor limit the scope 
of economic aid or technical cooperation. For even if the Soviet threat were to 
disappear overnight, there would be a continuing need for large-scale economic 
aid to the less-developed nations. 
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While we cannot be blind to the political impact of economic aid, it is the height 
of folly for the United States to appear to tailor its foreign aid policies solely to 
political considerations. The fact is that our programs, much more than the 
Soviet’s have been directed toward significant economic objectives. 

Unfortunately, however, our Government has tended to improvise hastily 
drawn up proposals following political events adversely affecting the United 
States. Thus, our recent tentative agreement to support regional development 
programs in the Middle East and Latin America, however worthwhile they may 
be, would seem to have reflected primarily a quick reaction to political crises and 
not a fresh look at the economic requirements of these areas. 

It is essential also that our economic assistance should be utilized so that to 
the maximum extent possible the great mass of the people in the under-developed 
countries derive tangible benefits from the economic growth fostered by our 
foreign aid. This is not always easy because extension of economic assistance 
does not give our officials license to infringe on the sovereignty of independent 
nations nor do we want such powers. 

Nevertheless, we must do everything possible to assure that the fruits of eco- 
nomic development are widely shared. One way of doing this is by encouraging 
the development of strong democratic trade unions in the underdeveloped coun- 
tries. We should also provide technical assistance through our own agencies 
and the International Labor Organization for development of minimum labor 
standards and social welfare measures in countries which receive economic 
assistance. 

It is by such tangible evidence of concern for the welfare of the people of the 
underdeveloped countries and their aspirations for a better life that we can 
hope to win them to support of the forces of freedom and democracy. 

Mr. SerpMan. It is our belief that U.S. efforts thus far, though un- 
doubtedly helpful, have been on much too limited a scale. 

The action which we hope the Congress will take on the proposals 
you are now considering with respect to the IMF and the IBRD will 
not lessen in any way the urgent necessity for the United States to 
expand the Development Loan Fund and our technical assistance 
programs and to support the establishment of some type of Interna- 
tional Development Association along the lines suggested by Senator 
Monroney. 

Let me briefly indicate why these programs are needed and why the 
IMF and the IBRD, as useful as they may be, do not detract from the 
importance of the DLF, technical assistance programs and the pro- 
posed IDA. 

As I have already indicated, the IMF performs a very limited 
though important function. It is simply a source of short-term stabili- 
zation loans to provide a secondary reserve to meet the probelm of 
weakened currencies. At most, its effect on economic development is 
only indirect and comparatively limited. 

The IBRD plays a more direct role in economic development but 
only in a relatively restricted area. The IBRD makes only what may 
be called bankable loans. These are at the going interest rates for 
customary repayment periods and repayable in hard currencies. 

The extent to which countries may obtain IBRD loans is determined 
by their ability to repay such loans, and this, in turn, is determined 
by the type of projects for which the loan is sought—particularly the 
amount of revenue they are likely to produce—and the overall ability 
of the country to earn foreign exchange. 

As already indicated, the projects financed by IBRD loans do not 
include “social capital” projects such as schools and hospitals, nor do 
they ordinarily include technical assistance, except incidentally. 

hey do not even ordinarily include such projects as highways which 
do not immediately produce revenue, particularly where a country 
does not have general ability to repay in hard currencies. 
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Yet, projects of the types that are covered by IBRD loans are vital 
not only to improve the living conditions of the people of the under- 
developed countries but also for economic growth itself. 

The CuarrMAN. Don’t you mean are not ? , 

Mr. SeipMan. I think that this should read “are not.” 

The CHarrMAN. You left out a “not” ? 

Mr. SewMan. That is correct. I think, however, that what we are 
saying is that both those projects that are covered by the World Bank 
loans and those which are not covered by the World Bank loans are 
both essential, and therefore we support the types of programs which 
deal with both types of projects. 

Thank you very much for calling that to my attention, Mr. 
Chairman. 

NEED FOR CONTINUATION OF DLF 


Thus, the Bank’s loans are limited in purpose and involve conditions 
which underdeveloped countries are hard pressed to meet. The DLF, 
first authorized by the Congress in 1957, performs a broader function 
in assisting economic development in underdeveloped countries. It 

makes loans under less stringent conditions than the IBRD for a 
variety of projects in less developed nations which contribute to basic 
economic growth. The proposed International Development Associa- 
tion, probably in association with the IBRD, would perform a similar 
function on an international basis. 

We hope to have the opportunity to present detailed testimony 
before the appropriate committees of Congress on the Development 
Loan Fund and the International Development Association proposal 
at a later date. At this time, we recommend enactment of S. 1094, 
the bill you are now considering. 

We also urge your committee in reporting out the authorization for 
IMF and IBRD to emphasize to the Congress that these authorizations 
in no way lessen the need for the United States to strengthen the DLF 
and to participate in some such organization as the proposed IDA. 

Such a recommendation by this committee will emphasize to the 
Congress the need for a comprehensive, well-rounded program of 
economic assistance to industrializing nations, both through U.S. 

agencies and by our participation in internation: al organizations 
engaged in assisting economic growth in underdeveloped countries. 

The Cuamman. Thank you very much, Mr. Seidman. I have one 
or two questions to ask you. Do you have any views regarding these 
contributions being handled as public debt transactions ? 

Mr. Srwman. We would strongly urge that this be continued on 
the present basis, that they continue to be handled as public debt 
transactions. 

The CuatrMan. You do not favor their being handled as regular 
appropriations ¢ 

Mr. Semman. No, we do not. We feel that this would seriously 
hamstring the U.S. participation in the program. 

The Cuarrman. In regard to your last point about other programs 
such as DLF, have you made any calculations in your consideration 
of this bill as to what would be an appropriate size for the DLF? 

Mr. Serpman. Yes. Well, we have not made a calculation as such, 
but we have tried to appraise the various analyses which have been 
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made as to the needs of the underdeveloped countries, and we feel 
that an authorization of something like $2 billion a year would not be 
excessive, and we would have certainly supported the proposal which 
was being discussed for $1 billion a year for the Development Loan 
Fund as being an absolute minimum. The amount that the President 
is requesting, $700 million, we think is certainly inadequate. 

The Cuairman,. Too little. Do you think we are in any danger 
of spending ourselves -“ bankru rte y through these programs? 

Mr Seman. No, I do not, Mr. Chairman. I think that if we 
had just ordinary growth in our gross national product, with a very 
small fraction of our year-to-year growth, we would be in a position 
to finance much more in the way of assistance to the underdeveloped 
countries than we are doing at the present time. 

The actual amounts which we think would be adequate, we think 
would be of actual benefit as far as our own country is concerned, 
both in terms of our domestic economy and also because it helps us 
if we strengthen the rest of the free world. 


INCREASES IN U.S. CONTRIBUTIONS TO IMF AND IBRD 


The CuarrMan. Senator Green, do you have any questions ? 

Senator GreEeN. Well, I have a question. I don’t know whether it 
is a reasonable one or not. These funds that are stated, $1,375 million 
and $1,175 million are approved. Why these limits? Would the 
argument which led you to support these limits support a sum twice 
as large? 

Mr. Semman. You mean why are the funds not larger than the 
amounts included in these bills? 

Senator GREEN. Yes. 

Mr. Serpman. Well, let me say, Senator Green, that I don’t pose 
as a technical expert with regard to these particular funds, but it is 
my understanding that it is the feeling of those who are administer- 
ing these funds that the amounts that are being requested as far as 
the U.S. participation is concerned plus the amounts that would be- 
come available from other countries would be sufficient to carry out 
the purposes of these international financial institutions for the fore- 
seeable future. 

Senator GREEN. Suppose sums twice as large had been named, 
would the same arguments lead you to approve it ? 

Mr. Seipman. I think that this would depend on whether or not a 
case could be made for the actual need for the larger funds. It 
would seem to me that because of the limited, the relatively limited 
purposes of these organizations which I have tried to indicate in my 
statement, that they would not be in a position usefully to use larger 
funds, and it would be our hope that if larger funds were being con- 
templated, that they would be directed rather toward the Develop- 
ment Loan Fund, and the proposed International Development Asso- 
ciation, rather than toward these institutions which in our opinion 
have relatively more limited functions with respect to economic de- 
velopment in the underdeveloped areas. 

Senator Green. Let me put my question in another way; I think 
you must know what I am trying to get at. Suppose the amounts 


had been twice as large. Would your recommendation be different! 
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Mr. Seman. I have tried to answer that by saying that unless it 
could be shown that the larger amounts could actually be used, that 
we would not recommend in favor of larger amounts for these par- 
ticular institutions. Although we do feel that larger amounts are 
needed in the overall program. 

Senator Green. If the same Government agencies reached the latter 
conclusion, that twice as much could be advantageously spent, would 
you automatically approve it ¢ : 

Mr. Seman. I don’t think we would automatically approve it, no, 
and I don’t even know that we would approve it. We are simply try- 
ing to appraise the analyses which these agencies have made as to the 
needs of these organizations, and the statements which they have made 
seem to us to be sound in terms of the new needs which have arisen in 
recent years. oe 

Senator Green. Do you approve all the individual loans proposed ? 

Mr. Sempman. We are not in a position to appraise each of the indi- 
vidual loans which are proposed. For example, as we understand it, 
the need for increased funds for the International Monetary Fund 
arises from certain conditions which exist now. The increased amount 
of trade in the world, the increased prices, the convertibility of cur- 
rencies, which was not a factor at the time that the original allotments 
were worked out with respect to this fund. Similarly the World Bank 
has turned increasingly to the field of aid for the underdeveloped coun- 
tries, although admittedly in a limited area, and the demands on the 
World Bank have been greater in recent years than they were at the 
time that the original allotments of quotas for that institution were 
established. 

So that we feel that the requests which have been made and which 
we also feel are not likely to involve any appreciable financial obliga- 
tion as far as the United States is concerned are worth while and 
should be supported. 

Senator Green. Then you are really expressing approval of the in- 
dividual amounts which make up the total. 

Mr. Semman. As I understand it, Senator, these amounts are the 
amounts which are needed to meet future contingencies, the details of 
which are not now known and which we don’t now know. 

For example, we don’t know which particular country may apply a 
ear from now to the World Bank for a loan for particular projects. 
3ut we think it is entirely reasonable to believe that there will be such 

applications to the World Bank for worthwhile projects of the type 
for which the World Bank is in a position to make loans. 

Senator Green. Then really you are approving a principle rather 
than details in the application of that principle. That is what I am 
trying to get at. 

Mr. Serpman. If you were to ask me if I could defend to the last 
dollar or thousand dollars each of these particular amounts, I would 
have to say that I am not competent to do so. 

Senator Green. That is all, sir. Thank you. 

The Cuatrman. The Senator from Wisconsin ? 

Senator Winey. I understand that the position of labor is that you 
are in favor of the bill, S. 1094? r 

Mr. Seman. That is correct. 
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AFL-CIO SUPPORT OF LMF, LBRD AND MSP 


Senator Wizy. I notice from your exhibit that you have attached 
you seem to also be in favor of the U.S. foreign aid program ? 

Mr. Seman. That is also correct. 

Senator Wiey. That is correct, isn’t it? 

Mr. SempMan. Yes, sir. 

Senator Wixtry. Do you see duplication in any of the loans of the 
World Bank, the Development Fund or the mutual security program ? 

Mr. Seman. I believe that there is not duplication involved. 
That the types of loans which the World Bank makes are quite dif- 
ferent from the type of loans that the Development Loan Fund 
makes. The World Bank makes loans for the types of projects—in 
the first place it makes loans at relatively higher interest rates and 
for shorter amortization periods, shorter repayment periods than the 
Development Loan Fund. 

Secondly, the Development Loan Fund makes loans for a wider 
range of projects, including those where no direct revenue is antici- 
pated. And in terms of the economic needs and economic capacities 
of the underdeveloped countries, we feel very strongly that the type 
of program that the Development Loan Fund carries on is most 
necessary. 

Senator Wier. I assume that the loan in each instance results in 
America selling its merchandise ? 

Mr. Sermpman. I think that is ordinarily true. I don’t think that 
it is invariably true in that in some cases it involves obtaining mer- 
chandise from other countries. But my understanding is that at least 
in the case of our mutual security program, about 80 cents of every 
dollar represents purchases of funds as representing purchases in the 
United States. 

Senator Wmry. Isn’t it true that any dollar that goes abroad 
eventually creates a demand on the American economy ? 

Mr. SerpMAN. That is correct. It may be an indirect demand but 
eventually it is a demand on the American economy 

Senator Wury. Then the three programs, i World Bank, the 
Loan Fund, and mutual security operate to keep labor busy ? 

Mr. Serman. Here in the United States? 

Seantor Wizey. Yes. 


JOBS RESULTING FROM MSP, LBRD, DFL, AND LMF 


Mr. Seman. Yes, I believe that is true. Estimates have been 
made that each year 600,000 jobs result from the total mutual security 
program. 

sseeneber Wuey. That is the mutual security program you are talk- 

about ? 
r. Seipman. I am talking about the programs involved in the 
mutual security authorization. 

Senator Wirey. Is there any estimate as to how many jobs result 
from the World Bank and the Loan Fund ? 

Mr. Seman. I haven’t seen any estimate which relates specifically 
to those particular programs. I have seen an estimate related to the 
whole mutual security program. But I would hazard a guess that 
there would be perhaps several hundred thousand jobs each year 
involved in those programs. 
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Senator Wirry. That is because the American dollar is a homing 
pigeon. It always wants to come back home, isn’t that right? 

Mr. SerpMan. I think that is correct. 

Senator Wirey. I think that is all. 

Mr. SerpMan. The Senator from Alabama? 

Senator SparKMAN. How many did you say were affected in the 
way of employment in that estimate ? 

Mr. Seman. The estimate that I have seen is approximately 
600,000. 

Senator SparKMAN. 600,000. Now as I understand your statement, 
you are really endorsing the present legislation that is proposed ? 

Mr. SemMAn. Yes, we are, Senator. 

Senator Sparkman. But you are urging very strongly that it is 
not sufficient within itself ? 

Mr. Seman. Yes, and that it in no way 

Senator Sparkman. It needs to be supplemented by these other 
programs ¢ 

Mr. Seipman. That is correct, sir. 

Senator SparkMAN. That is really the essence of your statement, 
isn’t it ? 

Mr. SerpMan. Yes. 

Senator SpaARKMAN. That isall, Mr. Chairman. 

The Cuatrman. The Senator from North Dakota? 





EFFECT OF AID TO UNDERDEVELOPED COUNTRIES ON U.S, LABOR 


Senator Lancer. I am a little puzzled. Your auditors come 
out to my State and they tell about the great friendship labor has for 
farmers. Yet you testify here you are w villing to spend all this money 
for building a dam. You specifically mention that in your statement. 
In other words, you want to raise cotton on hundreds of thousands of 
acres in some of these underdeveloped countries, although we already 
have a large surplus of cotton. Is that right? 

Mr. Sempman. There may be some countries in which cotton rais- 
ing would be led by some of these programs, but in general, what our 
position is, that we do not think that America can survive as a strong 
free prosperous nation with the rest of the world in poverty. 

Senator Lancer. Yes, I have heard that several times. Iam talking 
about cotton, You are in favor of furnishing money to build dams in 
underdeveloped countries to raise cotton in competition with the 
American farmer. Please answer “yes” or “no.” 

Mr. SerpMman. I would have to say that I think that it would depend 
on a particular instance whether there actually was a demand for cot- 
ton, whether the country was suited to produce the cotton, and so on. 
I don’t think that I could answer that I would be in favor of that in 
all instances or opposed to it in all instances. 

Senator Lancer. All right, my friend, we will talk about mining. 
Every single tungsten mine in the United States is closed. As I un- 
derstand your testimony, you would be willing to have us loan money 
to open tungsten mines in Spain or Portugal to furnish tungsten in 
competition with the miners who are out of work in this country ; is 
that right ? 

Mr. Srmpman. If there was so little demand for tungsten that the 
situation is as you describe it, and I have no reason to think that it 
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isn’t, then it would seem to me that there would be very little reason 
to be lending money in Spain or Portugal to start tungsten mines 
or to aid tungsten mining in those countries. 

Senator Lancer. But you do know that our tungsten miners are all 
out of work, don’t you? 

Mr. Semman. I didn’t have this knowledge myself, but I certainly 
accept your statement as to that. 

Senator Lancer. Well, take antimony. Can you tell me of a single 
antimony mine that is operated now in the United States? 

Mr. Seman. I am sorry, I don’t have any information one way 
or the other on that. 

Senator Lancer. We will go back to Franklin Roosevelt’s days 
when he closed the gold mines out in Colorado, put 2,000 men out of 
work, and we bought our gold from Canada. Do you approve of that? 

Mr. Serpman. I don’t know enough of the details of that situation 
to be able to say whether I would approve it or not. But I would 
think offhand that I would want to know why we were purchasing 
gold in Canada if there was that many men out of work in the United 
States. 

Senator Lancer. I suggest you read a speech by former Senator 
Johnston of Colorado, or a speech of Pat McCarran. The silver 
mines were closed in Nevada putting all the men out of work while 
we imported silver from Mexico. Have you ever read those? 

Mr. SerpmAn. No; I am sorry I have not. 

Senator Lancer. You think the amount for the DLF that the 
President has recommended is not large enough. You think we ought 
to increase it, is that right? 

Mr. Srinman. As far as the Development Loan Fund is concerned, 
that is correct. 

Senator Lancer. You say that in spite of the fact that we have 
5 million men out of work ? 

Mr. Semman. I don’t see any relation whatsoever as between the 
fact that we have 5 million men out of work and the fact that we need 
to increase our program for economic assistance to underdeveloped 
countries. On the contrary, I believe that if anything, we would be 
strengthening our domestic economy if we were to expand our eco- 
nomic assistance programs. 

Senator Lancer. Well, name some of these underdeveloped coun- 
tries. 

Mr. Sermpman. India, Thailand, Libya, Ghana, just naming some 
offhand. 

Senator Lancer. Do you think it would be better that they raise 
their own cotton rather than buy any from the United States? 

Mr. Sripman. I don’t know the details of that situation, but I 
would think offhand that it would be easier for the Indians, with their 
extremely low incomes, to raise cotton at home than to buy cotton 
from the United States. 

Senator Lancer. Even though it puts the cotton farmer of the 
United States out of business ? 

Mr. Seman. I think that that is not what puts the cotton farmer 
of the United States out of business. If the Indians don’t have the 
income to buy the U.S. cotton, then they are not going to buy U.S. 
cotton. 








vse ee LS OS PP V2 


AMEND BRETTON WOODS AGREEMENTS ACT 89 


Senator Lancer. Well, if you are going to build all these dams 
you are talking about, they are going to have more and more and 
more cotton and it is cotton raised in competition with the cotton 
raised here in this country. Isn’t that true? 

Mr. Seman. I think that would be an extremely dangerous sit- 
uation for the United States and for the whole free world if the In- 
dians’ attempt to improve their economy and improve their extremely 
low living standards were to fail. 

Therefore it would seem to me that if the Indians can hope to raise 
their extremely low living standards by engaging in the cotton farm- 
ing—and I don’t know whether or not this i is true then I would say 
that in the long run this will be of benefit to the United States, be- 
ause I think it would be an extremely bad thing for the United 
States if the Indians lost out in the competition “with Communist 
China. 

Senator Lancer. Even if the cotton is sold on the world market and 
they raise so much of it that we couldn’t compete because of their 
cheap labor ¢ 

Mr. Semman. I think that if the cotton is sold on the world mar- 
ket, that this would be an evidence that there would be an increased 
demand for the cotton. And I also think that if the Indians can im- 
prove their economy, they will be able to raise their labor standards. 

Senator Lancer. One more question. I don’t want to take up too 
much time. Let’s take up the matter of farm machinery. You are 
in favor of having these underdeveloped countries go into the manu- 
facture of farm machinery, are you? 

Mr. SeipMan. I don’t know that I am in favor of each of the un- 
derdeveloped countries going into the manufacture of farm machin- 
ery. It might be something that would be worthwhile in some 
places and not in others. I couldn’t give a categorical answer to that 
question, Senator. 

Senator Lancer. I suppose you would be in favor of some great 
factory in some countries producing a lot of cheese, in competition 
with Wisconsin farmers, and putting it on the world market, thereby 
putting American farmers out of work, 

[ just tell you frankly I don’t understood the attitude of the 
AFL-CIO at all. 

Mr. SerpMan. I think our position in general is that we don’t think 
that. we can think only of the U.S. economy, although we are rec- 
ommending a great many measures which we think would improve 
the U.S. economy. 

Senator Langer. Isn’t it your job to look out for the United 
States first ? 

Mr. Sermpman. We think though that the United States can’t sur- 
vive in a world in which incomes and living standards are being 
reduced. We think that the U.S. position has become stronger because 
Wwe were able to assist the economic recovery, for example, of Western 

urope through the Marshall plan. 

Senator Lancer. I want. to say in conclusion that I suggest you 
talk to some of the producers in the New England St: ites who ‘are 
in competition with Japanese products. Take glass, for example, the 
glass factories in West Virginia are closed today. We are bringing 
in glass from Czechoslov akia for one-half the cost at which we pro- 
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duce it. Just when is this thing going to stop? That is all, 
Mr. Chairman. 
The Cuarman. The Senator from Ohio? 


AMALGAMATION OF LOAN AGENCIES 


Senator Lauscue. Yes; I would like to ask a question or two. As 
I understand it, the AFL-CIO supports oy the grants proposed 
under the mutual aid program, is that correct ? 

Mr. Setipman. Actually the mutual aid program no longer involves 
any appreciable amount of grants. Most of the program is on a 
loan basis. 7 

Senator Lauscue. Maybe I used the wrong term, but you subscribe 
to the mutual assistance program. 

Mr. Seman. Yes, sir. 

Senator Lauscuse. And you recommend that the $1,375 million 
suggested for siremapthening and enlarging the activities of the 
Monetary Fund be approved ? 

Mr. Seman. That is correct. 

Senator Lauscue. And you also support the subscription of $3,- 
175 million to the World Bank? 

Mr. Seman. In the form of loan guarantees; yes, sir. 

Senator Lauscue. Now with regard to the proposal made by Sena- 
tor Monroney, have you given any thought to the confusion that is 
developing because of the existence of a large number of lending 
and grant agencies? 

Mr. SermpmaNn. I think that that is a problem. Of course, the Inter- 
national Monetary Fund as I understand it, does not carry on the 
same types of activities as the World Bank and the proposed Inter- 
national Development Association. But I also understand that the 
proposal of Senator Monroney is that the International Development 
Association would be in effect a junior partner of the World Bank 
that would be under the aegis of the World Bank, and, therefore, 
it would seem to me that it would be set up in such a way that deci- 
sions as to what type of a loan should be issued would be made by the 
personnel of the World Bank. The question then becomes one of 
a duplication between our program in the United States and any 
multilateral type of ee that might be set up along the lines 
that Senator Monroney has suggested. 

Now, I think that it is possible that there might be some problems of 
coordination, but I don’t think that they would be impossible of 
solution. 

Senator Lauscue. You subscribe to the proposition that we should 
avoid duplication and wherever possible coordination, and not create 
new agencies if the existing agencies are capable of fulfilling the 
functions contemplated ? 

Mr. Sempman. I would subscribe to that principle, but I do feel that 
it would be possible to get more participation from some of the other 
industrialized countries, particularly in a multilateral program in the 
first place, and second, that some of the difficulties involved in the 
aid of one country to another might be made less if we were to have a 


strong and a multilateral agency, an international agency in which the 
United States participated, such as Senator Monroney has suggested. 
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AFL-CIO SUPPORT OF MUTUAL SECURITY PROGRAM 


Senator Lauscue. Do you feel that it would be a mistake to reduce 
the amounts recommended for the implementation of mutual security 
programs ? 

Mr. SerpMAN. Yes, sir. 

Senator Lauscue. And your organizations recommend that we 
stand by the amounts suggested by the President ? 

Mr. SerpMan. Or if anything increase the amounts suggested by the 
President. 

Senator Lauscur. Now what is the primary service that that pro- 
gram provides? Is it jobs for our workers or is it security for our 
country ? 

Mr. SEIDMAN. The overall program, the overall mutual security pro- 
gram, is directed at enhancing the security of our country. The eco- 
nomic assistance phase of it I think has the twofold objectives of in 
the first place making possible the economic development and im- 
proved living standards in the underdeveloped countries, and thereby 
assisting to improve the security of the United States. A collateral but 
important effect of this whole program is that it does have a favorable 
impact on our domestic economy. 

enator Lauscur. That is, you subscribe to it primarily because it is 
an integral part of our national defense, is that correct ? 

Mr. Seman. Yes, sir. It enhances our national security. 

Senator Lauscue. But incident to that primary function, it provides 
these 600,000 jobs of which you have spoken, and insures that 80 per- 
cent of the mutual aid money will eventually come back to the United 
States in the way of purchasing either materials or labor, is that right ? 

Mr. SeipMan. That is correct. 

Senator Lauscue. Now, then, I suppose the AFL-CIO has taken 
a position on aid to depressed areas. Is that correct ? 

Mr. SempMan. Yes, sir. 

Senator Lauscue. What is its position on that ? 

Mr. SzeipMan. You mean the area redevelopment. We are strongly 
in favor of that. 

Senator Lauscue. What is your position on aid in the development 
of community facilities ? 

Mr. Serpman. We are also in favor. 

Senator Lauscur. What is the position of the AFL-CIO on aid 
to education ¢ 

Mr. SerpMan. We are in favor of all of the programs that you 
have discussed. 

Senator Lauscue. Now, then, have you given consideration to the 
ogee of money that will be available from taxes for the fiscal year 
of 1960? 

Mr. Seman. Yes, sir. We have a statement which relates to this 
question. I do not have it with me and I don’t have the details at hand, 
but I would be glad to submit a statement which goes into the question 
which you are raising. 

Senator Lauscue. I think the President has estimated that the 
revenues available will be $77,700 million. 

Mr. Serpman. Yes, sir. 

Senator Lauscue. What is your estimate of what the moneys avail- 
able will be? 
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Mr. SemmMaAn. We don’t have any reason to think that that amount 
is far wrong under the present circumstances. 

Senator Lauscne. How much of a deficit do you think we could 
suffer at this time ? 

Mr. SerwMan. I wouldn’t give a specific figure, but I think it would 
be in the neighborhood of $3 to $5 billion, something of that kind, and 
we may actually do that anyway because it would, appear that some 
of the President’s estimates with regard to the budget are open to 
serious question. 

Senator Lauscue. Have you taken a position on whether our mil- 
itary defense measures are adequate / 

Mr. Seman. I think that the position that we have taken is that 
we are not ina position to judge whether or not the particular defense 
measures are adequate, but that our position is that whatever has to 
be done should be done. 

Senator LAUSscHE. L agree with you on that. But now then when 
you talk about a $3 to $5 billion deficit, does that comprehend an addi- 
tional allowance of $1 billion to $2 billion for military defense ¢ 

Mr. Semmman. It might very well. 

Senator Lauscue. If the deficit should become too great, where if 
in any place aa g you cut ¢ 

Mr. Srripman. I don’t think that IT am in a position to give you an 
answer to that question. We don’t think that that kind of a situation 
is likely to develop, particularly if we take what we think are the 
necessary steps to improve the current economic recovery which seems 
to be somewhat faltering. In addition to that, of course, I am not ina 
position to make policy for the AFL-CIO. It is my position to state 
the policies which have been adopted. 

Senator Lauscne. The point I am trying to make is that one of our 
great problems is to strike some semblance of balance between the 
moneys available and the moneys we spend. Though we might tol- 
erate a negligible deficit, and that sometimes is dangerous, but if there 
is to be a substantial deficit is there any one of the programs which we 
have discussed which you feel that we could dispense with at this 
time ? 

Mr. Seroman. Certainly none of the programs which we have dis- 
cussed here. We do think, however, that there are available sources 
of revenue which are not included in the President’s budget, and we 
have made proposals from time to time as to closing up loopholes in 
the tax laws which we think will produce substantial amounts of 
revenue. 

Senator Lauscue. Now then on that score your recommendation is 
to close loopholes. In the event that the deficit is to be large, even 
though those loopholes are closed, would you favor new taxes? I 
don’t suppose you can answer, so [ will drop the question. 

The Cuamman. The Senator from Vermont ? 

Senator Aiken. Mr. Seidman, to what extent has the wage level of 
Thailand which you have mentioned risen in the last 10 years ? 

Mr. SerpMan. I don’t have those figures at hand. 

Senator A1rKEN. Do you have any figures on India? 

Mr. Serpman. I don't have any particular figures with me. I could 
try to get them. 

Senator Arken. Do you have the per capita income of those 
countries ¢ 
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Mr. Seman. | don’t know the per capita income of Thailand. The 
per capita income of India is in the neighborhood of something 
like $60. 

Senator A1keEN. Wouldn't you almost have to have those figures in 
order to determine whether the programs of recent years have been 
successful or not / 

Mr. Seman. I think that those figures would help in determining 
whether the programs of recent years have been successful or not, but 
I would like to say that in some of these countries, and this has been 
particularly true in India, that the attempt to raise the per capita 
income has been erased with increasing population, and the increasing 
population has been due primarily to the decrease in the death rates 
due to the expansion of public health measures and the like. 

Senator Aiken. But if we keep pouring billions of dollars into these 
underdeveloped countries simply to increase their production for 
export, and do not increase their own purchasing power, aren’t we 
simply making trouble for ourselves without improving the condition 
of the people in those countries we are trying to help? 

Mr. SemipMAN. I certainly agree with you, Senator. I think that 
our program should be directed primarily at trying to increase the 
purchasing power of the people. 

Senator Aiken. What is your organization doing toward increas- 
ing the purchasing power of underdeveloped countries so they can 
use their surpluses to greater extent instead of looking to the United 
States to take them all ¢ 

Mr. SemmMan. Of course, I don’t know exactly what you mean by 
their own surpluses, as long as they have such an extremely low level 
of per capita income. 

Senator ArkEN. Some of these countries, if they had what they 
needed to eat, wear, and use, would not have the surpluses to turn on 
to the rest of the world. They would use them themselves. 

Mr. SeipMan. I think that some of these countries are dependent 
to a very large extent on a single commodity or one or two commod- 
ities, which, of course, they are not in any position to entirely con- 
sume themselves, and therefore, are exporting. 

But you asked what we are trying to do in these countries as a 
labor organization. What we are doing primarily is trying to assist 
trade union organization, both through our own efforts and through 
the International Confederation of Free Trade Unions in various parts 
of the world. We are not in a position to do this on a very grand 
scale, but I think that our organization has had some effect. 

Senator Arken. Unless we do increase their purchasing power so 
that they can buy more of the things which most people think they 
ought to have, we are not too successful in our foreign aid programs. 

Mr. Seman. I would say that a primary goal of the foreign aid 
program should be to increase the purchasing power in these coun- 
tries, and I think that overall, although these programs have been 
in effect for a relatively short period in terms of the long-term require- 
ments, that is that economic development can’t take place overnight, 
I think that they have had some effect in this direction, but I think 
that a part of the problem is that perhaps not enough resources have 
been devoted to assisting economic development in these countries, 
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and they are hard put to find ways of providing savings from their 
own meager incomes in order to do this. 

Senator ArkeN. That is all, Mr. Chairman. 

The Cuatrman. The Senator from Indiana? 

Thank you very much, Mr. Seidman. 

Mr. Sermoman. Thank you. 

The CuatrMan. I didn’t anticipate that we would give you a grilling 
on all other related matters. 

Senator Lauscur. May I make one request? If you have made 
an estimate on figures of what you believe the available funds will be 
under existing taxes without new laws blocking the leaks which are 
alleged to exist, will you let us have that ? 

Mr. Serpman. May I also send, since I believe it is related, our 
proposals with regard to the tax program ¢ 

Senator Lauscue. I would like it very much. 

The Cuarrman. Thank you very much, Mr. Seidman. We will be 
pleased to receive those statements.’ 

Mr. McCloy, will you come forward and give us the benefit of your 
consideration of this legislation ¢ 

Mr. McCloy, as everyone knows, has played a very important part 
in this Government. Were you the first head of the World Bank ? 

Mr. McCoy. I was the second. 

The CuarrMan. Anyway you were an early head of the World Bank 
and you have had a very broad experience in international matters. 
Now you are the president of the Chase National Bank, I believe. Is 
that right ¢ 

Mr. McCrory. The Chase-Manhattan Bank. I am chairman, not 
president. 

The CuatrMan. Well, chairman of the Chase-Manhattan Bank. 
We are very pleased to have you here, Mr. McCloy. Will you proceed 
in your own way ? 


STATEMENT OF JOHN J. McCLOY, ON BEHALF OF THE AMERICAN 
BANKERS ASSOCIATION 


Mr. McCuoy. I welcome the opportunity to speak. I am here as you 
know, on behalf of the American Bankers Association. 

The CuarrMan. Yes. 

Mr. McCuioy. And I want to speak in support of the legislation to 
increase the U.S. quota in the International Monetary Fund and the 
U.S. subscription to the capital of the International Bank for Recon- 
struction Development which is known as the World Bank. I want to 
put in the record that the American Bankers Association strongly en- 
dorses this legislation. 

I have a statement here that I will just skim through, because I 
think a good bit of what I have said here Mr. Seidman and perhaps 
prior witnesses have said. 

The Cuairman, We will put in the whole statement and you empha- 
size the points you wish to. 


1 Statements were furnished and made a part of the committee files 








AMEND BRETTON WOODS AGREEMENTS ACT 95 


(The document referred to follows: ) 


STATEMENT OF JOHN J. McCLoy, ON BEHALF OF THE AMERICAN BANKERS 
ASSOCIATION ON S. 1094 


I welcome this opportunity to speak on behalf of the American Bankers Asso- 
ciation in support of S. 1094, a bill to increase the United States quota in the 
International Monetary Fund and the United States subscription to the capital 
of the International Bank for Reconstruction and Development (the World 
Bank). The American Bankers Association strongly endorses this legislation. 

The Bank and the Fund have each established a solid record of accomplish- 
ment—the Bank in assisting constructively in worldwide economic development 
and the Fund in promoting monetary stability and the removal of restrictions 
from international trade and payments. I my judgment, their performance has 
demonstrated that there exists a genuine need for thees institutions with an 
ability to operate effectively. To meet this need, both institutions require greater 
resources than are presently available. The legislation being considered by your 
committee would provide the Bank and the Fund with the resources needed to 
make a most significant contribution to economic growth and stability in the 
free world during the vital years that lie ahead. 

I had the privilege of serving as President of the Bank from March 1947 to 
the end of June 1949. I have followed its operations closely in the subsequent 
period—almost a decade now. 


THE BANK’S CHANGING ROLE 


The role of the Bank has changed significantly during its history. Its initial 
problem was to facilitate the reconstruction after World War Il. During its 
first few years, the Bank played an important part—along with the Marshall 
plan and the Export-Import Bank—in helping to restore the economic vitality 
of Western Europe. The remarkable economic growth of Western European na- 
tions in recent years, and the development of the Coal and Steel Community, 
Euratom and the European Common Market testify to the success of these 
efforts. 

In recent years the Bank has turned to the very difficult task of assisting the 
lesser developed nations in their efforts to accelerate economic growth. This is 
an arduous challenge. The capital resources that must go into developing 
economies to permit them to grow at a tolerable pace are far beyond the means 
of any one agency or any one government to provide. However, the World 
Bank has played a strategic role in the development process. It has helped 
finance investment in such key fields as highways, power, irrigation, and rail- 
roads—thus providing facilities that pave the way for expansion in other lines, 
including manufacturing, agriculture and distribution. The Bank’s operations 
have thus served to encourage private investment. In this connection, it is note- 
worthy that the annual increase in U.S. private overseas investments rose from 
$1 billion in 1950 to $3 billion in 1957. 

The Bank has also performed a most valuable and constructive service in 
encouraging member governments to make better use of the resources available 
to them. The policies of the Bank have been directed toward well-conceived 
and well-coordinated proposals as a basis for considering any loan. While this 
has sometimes tried the patience of those borrowers for whom any proposal with 
the label “economic development” is automatically sound, it has had important 
results. 

More and more proposals that reach the Bank are well thought out in terms of 
their costs and their impact on the economy of the borrowing country. Even 
more important, governments that have had the experience of borrowing from 
the Bank begin to look at their other projects with a more critical eye, and 
to make their investments more wisely. In this manner, the Bank has exerted 
an important leverage on world investments, even though its disbursements 
have been a relatively small proportion of the total flow of investment capital 
among free world nations. 


NEED FOR INCREASING BANK'S CAPITAL 


The growing ability of countries to make up sound and bankable proposals has 
resulted in an increased number of projects that deserve the support of the 
Bank. Thus, over the past 7 years the Bank has made disbursements on loans 
at an annual average of $330 million, with a disbursement of $541 million in 1958. 
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At this latter rate the Bank, in the not too distant future, could come to a point 
where further increases in its outstanding loans would not be possible. 

For that reason, I believe it is important to increase the Bank’s capital. As 
you already know from the legislation under consideration, the additional sub- 
scription to the Bank’s capital involves no budget expenditures. Its purpose is 
to provide a guarantee to the holders of bonds sold by the Bank that their 
funds will be secure. The margin of dollar backing for these bonds is narrow- 
ing steadily, so that the horizon for future expansion is now very limited. 

I have high hopes that the day will come when investors will regard obliga- 
tions of the World Bank as high quality investments on the basis of the Bank’s 
loan portfolio alone, rather than on the basis of the Bank’s dollar potential. 
However, the fact is that such a day has not yet arrived, and the Bank's ability 
to raise funds still is limited primarily by the size of the present U.S. commit- 
ment. The proposed increase in the U.S. subscription would extend the Bank’s 
lending capacity by a number of years, and thus support its continued efforts 
to accelerate economic development in areas that badly need it. 


CONSIDERATION OF PROBLEMS FACING INTERNATIONAL MONETARY FUND 


I should like to turn now to a consideration of the problems facing the 
International Monetary Fund. The Fund’s activities have been no less im- 
portant than those of the Bank during the postwar period. The Fund, for ex- 
ample, should be assigned an important share of the credit for steps taken to 
free international trade and payments from the binding restrictions that were 
applied during wartime and in the early postwar years. This freeing of the 
channels of trade has played a major role in the doubling of the value of world 
trade in the years since the Fund was established. 

As you know, the purpose of the Fund is to provide a reserve to help coun- 
tries ride out short-term adjustments in their overseas accounts. For ex- 
ample, the Fund can serve as a secondary reserve to cushiou the effect of a 
crop failure on a nation which is dependent on a single crop, like coffee or 
cotton, Or again, it is in a position to provide the resources needed to maintain 
confidence in key currencies during a period of crisis. A very good illustration 
is provided by the Fund’s operations in the Suez period. At that time dollar 
drawings from the Fund amounted to $1.6 billion, while standby commitments 
were set up for almost a billion dollars. These actions by the Fund were of 
decisive importance in maintaining confidence in a number of European cur- 
rencies, and in preventing a major financial emergency which would have had 
an extremely damaging effect on the entire free world. 

One could name a number of other important actions taken by the Fund. 
The fact that it possesses resources that can be used in time of trouble gives to 
it a special authority and status in dealing with governments. It has used 
this authority to instill ideas about constructive monetary and fiscal measures 
into the thinking of the men who are responsible for formulating financial poli- 
cies. As a result, even in the countries with persistent balance of payments 
problems, there is a growing nucleus of public officials who see their problems in 
a clearer light. I feel certain that eventually such ideas will prevail. 

In considering the matter of increasing the resources of the Fund and the 
Bank, it seems to me that experience in the field of commercial banking provides 
a useful analogy. In the banking business we must have a strong reserve posi- 
tion to deal with whatever calls may be made on our resources. Moreover, we 
must anticipate growth in our economy and prepare for it. Thus, the American 
banking system has doubled its capital funds since 1945, raising them from 
$101 billion to over $22 billion today. This expansion in capital has enabled 
commercial banks to serve the growth requirements of the Nation. 

The Bank and the Fund have a similar problem, They must prepare for 
growth while at the same time remaining financially sound. I might point out, 
too, that since the International Monetary Fund was established, the total value 
of world trade has more than doubled. Not only has the volume of trade been 
greatly expanded but inflation has also added to its monetary total. In addi- 
tion, inflation has reduced the real value of the original resources of the Bank 
by about one-third. 


DOES FUND NEED MORE RESOURCES NOW ? 


It has been asked whether the International Monetary Fund actually needs 
“> 


additional resources at this particular time. In case of the Fund, 25 percent 
of the additional quota, amounting to $344 million, will be paid in at once in 
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gold. The remaining $1,035 million, although constituting a budget expendi- 
ture, will not entail new financing at this time because that amount will be 
paid over to the Fund in non-interest-bearing notes. Thus the $344 million is 
the only cash outlay in this whole program. I am aware of the seriousness 
of the budget problem; yet I believe it is important to make this additional 
contribution now. 

While the Fund has not exhausted its present resources, the margin available 
to deal with any emergency situation that might develop in the free world 
economy has clearly become inadequate. If a situation should develop that 
called for action on the scale of that required during the Suez shutdown, the 
Fund would lack the resources necessary to do the job. While it is to be hoped 
that no such emergency will arise, the prudent course is to be properly pre- 
pared, Otherwise, action would have to be taken hastily and under pressure. 

The knowledge that the Fund stands ready to provide assistance when coun- 
tries have balance-of-payments difficulties can promote further relaxation of 
restrictions on trade and payments throughout the world. I don’t think I need 
to stress to this committee that the United States is facing new and difficult 
challenges in world markets for our exports. While it has become easier for 
foreign importers in some countries to obtain dollars, there are still many other 
countries that carefully ration them. We want all such rationing to be stopped 
as soon as possible. Thus our Nation has a vital interest in the objective of the 
Fund which is, ultimately, to have a world in which any balance-of-payments 
problem is temporary and all currencies are exchanged in unrestricted markets. 


CONCLUSION 


In conclusion, | might say that when the establishment of the Bank and the 
Fund was under study by the Congress in 1945, the American Bankers Associa- 
tion made the suggestion that if after a few years’ operation, successful results 
demonstrate the need for more capital, the subject should be considered. The 
association at that time strongly endorsed the objectives of the Bretton Woods 
institutions, although it did recommend that the functions of the Fund be con- 
ducted as a department of the Bank. It is thus gratifying to observe that both 
institutions are successfully fulfilling the purposes for which they were char- 
tered, and that we have been given this opportunity to support legislation call- 
ing for an increase in the U.S. participation in them. 

Mr. McCoy. In the first place I do feel that the Bank and the Fund 
have a solid record of accomplishment. I think they have been 
well administered and I can say that because it hasbeen a long time 
since I have had anything to do with the administration of the ‘Bank, 
and we have had definite results in terms of monetary stability 
and international trade as a result. 

The original efforts of the Bank first to get started and to have 
its credit established and then move into a reconstruction program, 
primarily a reconstruction program after the war—and it was needed 
due to the results of the war—that was more or less completed in 
my time. Now the Bank is concentrating on its development objec- 
tive, which is perhaps a more difficult per riod, although we did have 
some development loans in the early days. 

As you have pointed out, for over 9 years, | was the President of 
the Bank, and naturally I have followed its operations rather closely. 


BANK’S EFFECT ON EUROPEAN SITUATION 


I think I might say a word about the effect which the Bank’s 
operations had on the European situation. I believe both the Bank 
and the Fund contributed substantially to developing monetary 
stability in Europe at a very critical period, and played an important 
part in the reconstruction along with the Marshall plan. 

I think that the steps which have been taken toward the integration 
of Europe were to no small degree due to that approach, and partie- 
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ularly the international approach toward the reconstruction of Eu- 
rope. I think this European movement toward integration is one 
of the main postwar developments of significance comparable even 
to the rise of Soviet power. 

Now the main objectives of these institutions have been, in the case 
of the Fund, to stabilize the monetary situation and to induce freedom 
of trade; in the case of the Bank to focus on particular projects which 
they thought were key projects that were well directed toward the 
strengthening of the balance-of-payment position of the particular 
country. 

We in the Bank—I say “we” because I feel a part of it—in the 

arly days did everything we could to develop the resources of the 
particular country that was developed, but to the extent that they 
were not in a position to make much progress in regard to their 
balance-of-payments position we endeavored through the Fund and 
the Bank to find their most acute needs and meet them. 

The proposals which were brought to the Bank had to be sifted, and 
in connection with that both the Bank and the Fund were able to give 
a good bit of expert advice and counsel which I believe is one of the 
major contributions which the Bank and the Fund have made. 

It brought about a certain discipline, a certain critical analysis of 
projects which I believe has been a very constructive feature of the 
Bank’s and the Fund’s program. 


EDUCATIONAL VALUE OF BANK AND FUND PROGRAM 


The Cruatrrmman. In connection with that is it fair to say you think 
its educational value is perhaps one of its most important contribu- 
tions? 

Mr. McCroy. I feel very strongly that that is so. 

Before either the F und or the Bank act, they have an expert anal- 
ysis made of the situation, and usually they spend a good bit of time 
in the particular country that is involv ‘ed going over their finances, and 
by reason of their international aspect they are enabled perhaps to 
look even deeper and to have their advice more readily accepted than 
would be the case with a purely national institution. I think this is 
reflected in the ability and the trend of the countries to bring in an 
increased number of projects which really deserve the support of the 
Bank. The number of projects which have to be discarded are being 
diminished, and as people get to know what the Bank’s policies are 
and as the countries themselves begin to concentrate on their par- 
ticular problems they submit more and more worthy projects. 


BANK’S NEED FOR INCREASED CAPITAL 


The Bank, as you know, over the last 7 years has made disburse- 
ments on loans at an average annual rate of $330 million with a dis- 
bursement of $541 million in 1958. These are disbursements | 
emphasize. 

They are not commitments. Their present commitments are ap- 
proaching the $800 million level, which shows the pace of the Bank’s 
operations. So I think for that reason as well as on the record of the 
Bank it is important to increase the Bank’s capital. 
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This increase in the subscription of the Bank, as has been testified 
to heretofore, doesn’t affect the budget situation of the Bank. Its 
purpose is merely to provide a guarantee to the holders of bonds 
sold by the Bank that their funds that they invest in those bonds will 
be secure. 

As the Bank has been operating and making its commitments, the 
margin of the dollar backing for those bonds has been narrowing, 
and therefore, the horizon for future expansion and financing is now 
growing more limited. 

I would wish that the day would come, and | believe it will come, 
when investors will regard the obligations of the World Bank as high 
quality investments on the basis of the Bank’s portfolio alone. 

That is the objective toward which we have always been trying to 
move, rather than to base their analysis of the securities primarily on 
the Bank’s dollar potential. 

The fact, however, is that that day has not yet arrived. It is, 
believe, coming but at the moment the Bank’s ability to raise fen 
on its own is still limited primarily by the size of the U.S. com- 
mitments. 

The proposed increase in the U.S. subscription would extend the 
Bank’s leading capacity by a number of years. I don’t know just how 
long we would estimate it. And it would certainly thus uphold the 
continued efforts of the Bank and the world generally to accelerate 
economic development in the areas that badly. need it. 


FUNCTION OF THE FUND 


The Fund, of course, as you know, has a different function than the 
Bank. But it should be also assigned a very important share in the 
credit for the steps that have been taken to free international trade and 
international payments from the restrictions that were very heavy 
during the immediate postwar period. 

The freeing of these channels of trade has, I think, played a very 
major role in ‘bringing about a doubling of world trade since the Fund 
was first started. 

I don’t say it is entirely ascribable to that, but it certainly has been 
a factor. 

The Fund provides a reserve to help countries ride out short-term 
adjustments in their overseas accounts. It serves, therefore, as a 
secondary reserve to cushion the effect of things such as crop failures 
in anation whic +h is dependent on a single crop. 

Or again, it is in a position to provide resources to maintain the 
confidence in key currencies during a period of crisis. 1 suppose that 
the example has already been given here of the Suez situation, so I 
don’t need to go into that. 

Suez brought about a very heavy and sharp drain on the Fund, but 
the Fund was fortunately in a position where it could meet it. If we 
had another situ: ition such as Suez or a series of situations such as that, 
the margin is not sufficient to assure us that the Fund would be able 
to step into the breach and restore confidence as was done in the case 
of the sterling position after Suez. 

I have already spoken about the educational effect of the Bank and 
indeed the Fund. I would emphasize it just as much in respect to the 
Fund as the Bank. 
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I think that as to the need for an increase in capital at the present 
time, the analogy with our own commercial banks may be made, and as 
I represent primarily commercial banks or domestic banks, I might 
say a word about that. 

We always have to have a strong reserve position to deal with what- 
ever calls may be made upon the resources of the banks, and we have 
to anticipate growth in order to prepare for it. The capital funds of 
the commercial banking system of the United States have doubled 
since 1945. These ¢ — al funds have been raised from about $10 
billion to something over $22 billion today. 

This expansion has ent "bled the banks to serve the commercial de- 
velopment of the Nation, and I think the Bank and the Fund have a 
similar problem in the international field. 

They have to prepare for worldwide growth while at the same time 
they remain financially strong. 

As I said, world trade has doubled since the International Mone- 

tary Fund was set up. Not only has the volume of trade been greatly 

expanded, but inflation has to some degree ad led to the monetary 
total, and it has reduced the real value “of the original resources of 
the Bank by almost a third. 


ARE INCREASES NEEDED NOW / 


Now, as to the need at the particular time, I think in regard to the 
Fund, one can say that you ought to always have a ste ady, margin to 
meet ‘possible emergencies. The proposal is that immediately 25 
percent of the : additional quota proposed would be p aid into the Fund, 
amounting to $344 million in gold, and the balance as you know, over 
a billion dollars, is there in the form of nuh dinerent-paving notes 
that could be called upon. 

In answer to a question that was raised as to whether this particu- 
lar figure is the right figure, I think it is probably more an approxima- 
tion than a scientific an: alysis. 

I think the figures are about a 50-percent increase in the case of the 
Fund, and about a hundred-percent increase in the case of the Bank. 
I would say that at this time, to answer your question, Senator Green, 
that was enough. 

I would not go further than that. I think it is wise to come back 
from time to time, as you have to. When you are going to increase 
the capital of the U.S. participation in these institutions, you have 
to come to the Congress for authority, and I think it is imports int to 
come back and to state the case from time to time for an increase in 
the capital. 

But these are rather unwieldy institutions. You have a lot of na- 
tions that are involved in them, and you have to have complicated na- 
tional procedures to go through in the member countries before you 
can bring about an increase in capital. And so I think that review 
should not be in too brief a period of time. It ought to be over a 
measurable period of time. It has been some 10 years since the capital 
was increased, and I think that is about the right. period. 

I would say that there is a present need in the sense that an emer- 
gency may be created at any time, particularly in regard to the Fund. 
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There is a need to be on the safe side, even though you can’t point 
to a particular situation even such as Berlin to say this is the thing 
that requires us to increase the capital. 

I think that the generality of my statement covers pretty much 
the need for this increase in capital. I want to say from the point 
of view of a commercial banker and from the point of view of the 
American Bankers Association that as this margin diminishes, as 
the margin of the American dollar subscription diminishes, you will 
probably have more hesitation on the part of the investing units of 
the country to put their money into World Bank bonds. At the rate 
at which the Bank is moving, $800 million a year, it won’t be very 
long before that margin is pretty well eaten up. Even today you will 
find that bankers and investors are generally asking questions about 
that margin. There may be some diminution of interest on the part 
of investors both here and abroad to buy Bank bonds if they feel that 
the dollar margin is too narrow. 

That situation I believe does not obtain yet, but it may in the near 
future. In considering the increase in the pace of the lending of the 
International Bank, I believe it would be very provident to at this 
time increase the U.S. subscription. 

As you are all aware, that subscription could only be used in the 
event that there is need to meet the maturities, interest, and principal 
of Bank’s bonds. Before you would get to that point, there are the 
reserves of the Bank which have been built up to a very substantial 
degree through their retained profits as well as the other obliga- 
tions of the Government which are contained in the Bank’s portfolios. 
So I think that barring a rather catastrophic situation, the United 
States would never be called upon to make good this guarantee. And 
as I say, as time goes on and as that portfolio begins to get more and 
more varied, with a wider and wider base, the chance of the United 
States ever having to do anything in regard to this is minimal. In 
the meantime it does enable the Bank to go out and borrow funds in 
the regular investment market with considerable confidence. 

I think I probably might conclude my preliminary remarks be- 
fore any questions by saying that when the Bank and the Fund were 
under study by the Congress in 1945, the American Bankers Associa- 
tion made the suggestion that if after a few years of operation, suc- 
cessful results demonstrated the need for more capital, that the sub- 
ject should then be raised. At that time the association strongly en- 
dorsed the objectives of the Bretton Woods institutions. At that time 
it is rather interesting, in passing, to note that they recommended that 
the Fund and the Bank be put together, that the Fund be conducted 
as a department of the Bank. 

So far as the general objectives of both those institutions are con- 
cerned, the American Bankers Association is strongly in favor of 
them and I think on behalf of that association, I can say it is very 
gratifying to observe that both of those institutions have been I think 
in the judgment of every one successfully accomplishing the purposes 
for which they were chartered. 

Again I say that I appreciate being given the opportunity to sup- 
port the legislation calling for the increased U.S. participation in both 
these institutions. 

37848—59 8 
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EDUCATIONAL VALUE OF BANK AND FUND 


The Cuatrman. Thank you very much, Mr. McCloy. There are 
one or two questions I would like to ask before I call on my colleagues. 

With regard to the educational value of the Bank and the Fund, as 
I understand it, the Fund before it makes a commitment to a country 
usually lays down certain conditions as to reform of the practices 
of the particular country, if it is thought to be needed, and it generally 
is needed in many of these countries. Is that your understanding / 

Mr. McCuoy. Yes, that’s right. I don’t know that they can impose 
conditions, but they influence them because they can’t get favorable 
action unless they generally show a willingness to adopt suggested 
reforms, 

The CuarrmMan. This question has arisen in my mind. If the Fund 
has made advances, and the same might be true of the Bank, but we 
will use the Fund at the moment, and a country obtains assistance but 
fails to live up to the requirements, or suggestions if you prefer that, 
of the Fund as to reform of its financial practices, do you think it 
would be admissible practice for another branch of the Government, 
such as the Development Loan Fund, to come to the assistance of such 
a country ¢ 

Mr. McCuoy. I think they ought to act in the closest coordination 
with these international institutions, and I think they ought to 
hesitate before they really moved in on a situation such as that. 

I can understand the need for the International Fund or the Devel- 
opment Fund which is the only one extant, and there are fields which 
the International Bank does not cover. But I would deplore the 
tendency to move to the so-called soft loans too readily. 

The Bank and the Fund have spent a lot of time trying to introduce 
a certain discipline in the financial procedures of these countries, and 
have been really successful in doing so. 

And with a subtle sort of influence they have been able to bring 
about a pretty good climate. One of the things we insisted upon in my 
time with the Bank was that these loans were for good projects and 
they had a means of repayment. To go immediately over into the 
other field, into the extremity of the soft-loan business, tends I think 
to dilute that influence, and that should be watched very carefully. 

I suppose there is sort of a Gresham’s law applying here. The 
borrowers will move to the easiest spot, and I believe there is a good 
bit of supervision and coordination needed so that we are not at cross- 
purposes with either the international institutions or perhaps within 
our own lending agencies, at cross-purposes with one another. 

The Cuarrman. In other words, they should be very closely co- 
ordinated as a generalization. You really brought in another question, 
both of which are very good. The one I had in mind particularly, 
to put it maybe in a different way, is that we should not permit a gov- 
ernment actually to bail someone who has flaunted the efforts to the 
Fund to require them to put their house in order. That would be very 
bad, even though it is a new hard loan. 

Mr. McCuioy. Yes. 

The Cuatmrman. Even though it was not a soft loan. 

Mr. McCuoy. Yes. 

The CuarrMan. I would agree with your other observation about 
moving off of soft loans. Theoretically, and it is certainly my under- 
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standing that the law would provide that they should not make loans 
where they are eligible for the hard loans and the good loans, that it 
is the spirit of the law that it should not use it for that purpose. 

The other case I was thinking of is that some of the countries resent 
any interference in their practices, and politically some of these are 
distasteful, and that they will take advantage of the Fund and then 
seek to turn to one of the other agencies for relief. I think the efforts 
of the Fund would be nullified if we should agree to that, don’t you? 

Mr. McCroy. I think that’s right. 

The Cuatrman. And I agree with you that the educational value 
of both of these agencies is one of the most important aspects. They 
can’t possibly service the capital needs of the world, but they can help 
create conditions which will in turn enable them to get capital from 
all sources, isn’t that true ? 

Mr. McCioy. I think that is absolutely right. 


ARE NEEDS FOR INCREASES IMMEDIATE? 


The CnarrMan. So it is extremely important in that. 

One other aspect of that is this: Do you see any compelling neces- 
sity that this increase in the funds—the International Monetary Fund 
is part of this; you have already commented, I believe, on the Bank— 
but for the Fund itself, is there any compelling necessity that this 
increase be made available within the next 3 months? Is there that 
kind of urgency ¢ 

Mr. McCoy. I don’t anticipate any emergency within the next 3 
months that I can say makes it impelling that you do it. 

Maybe Berlin, I don’t know. It is hard to conceive of anything, 
but I would not testify that I feel because of Berlin we ought to do 
this. I do think that there is another aspect to it. The United States 
nas taken the leadership in these two institutions, and the last meet- 
ing that they had of the international institutions, I think it was in 
New Delhi, the United States put forward this proposal and we have 
taken a certain leadership position in it, and I think it is important 
that we move rapidly so that the other countries can come along and 
expedite the process, because the sooner you are in a position where 
you have substantial margins, generally speaking, the better off you 
are. 

The CHarrman. As I understand it, even though we made the 
money available tomorrow, it would not be available for use by the 
Fund until 75 percent of all of the subscription had been subscribed. 
Ts that not correct ? 

Mr. McCtoy. Is it 70 or 75 percent? It is some percentage. 

The Cuatrrman. About 75 percent. 

Mr. McCuoy. They have to make it available. 

The CuatrMan. Before all of it may be used. 

Mr. McCtroy. That’s right. 

The Cuarrman. So would it meet the time element if we passed 
the legislation, and it was final, and we have taken the lead so to 
speak, but that the money —_ not be made available until July 1? 
Do you see any objection to that? 

Mr. McCoy. Maybe you are getting me into fairly deep budgetary 
water here. 
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The CuatrmMan. Exactly. Who is better qualified to comment on a 
budgetary matter than you are? 

Mr. McCroy. I haven’t any responsibility in regard to budget- 
making procedures of the Government. You are asking me should 
this be in the budget of fiscal year 1960? 

The Cuatrman. I didn’t quite put it that way. I asked you, did 
you see any particular objection to that? Say we pass it right away, 
but that it be available July 1. Do you see any objection to that, 
any serious objection ? 

Mr. McCroy. I can’t say that I see any serious objection to it. 
I think generally speaking I would like to have it as early as possible, 
but I can’t say that 

The Cuairman. It is most unlikely that the 75 percent will be 
available before then anyway, is that not so? 

Mr. McCoy. I think that is probably true. 

The Cuatrman. So that it really is not very compelling one way 
or the other. You think that would be quite reasonable then? 

Mr. McCuioy. There may be some other considerations in this 
which are not in my ken at the moment. 

The CHarrmMan. But at the moment you don’t see any? 

Mr. McCroy. I don’t see any. 

The Crairman. Senator Green ¢ 





REQUEST FOR FORMS 


Senator Green. I have very few questions to ask. I wonder 
whether you have, in view of these series of transactions, forms pre- 
pared, I don’t mean including dates or places or amounts, but other- 
wise, standard forms that you have adopted ? 

Mr. McCoy. In the Bank? 

Senator GreEN. Yes. 

Mr. McCuoy. Oh, there are a number, I am not in the Bank now 
as you understand, Senator. I was in the Bank years ago. I know 
at that time we had questionnaires, 

Senator Green. I am not talking about the Bank previously, but 
I mean in carrying on this business of this department. They have 
certain forms I take it. 

Mr. McCrory. You mean forms within the Bank and the Fund? 

Senator Green. Yes. 

Mr. McCrory. Oh, surely they have. They couldn’t function 
without it. 

Senator Green. Exactly. I wondered whether you would kindly 
furnish the committee with copies of each form that you use. 

Mr. McCroy. I am sure the Bank can do that. I haven’t got access 
to the documents or files of the Bank. 

Senator Green. Lam asking you, 

Mr. McCuoy. I can pass that on to Mr. Eugene Black and I am 
sure he would be willing to respond. 

Senator Green. That is all. 


PUBLIC DEBT TRANSACTION 


Mr. McCrory. May I ask one thing before I forget it, and that was 
the question you asked about the public debt transactions. I meant 
to say something about that in my main talk, 
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I feel particularly sensitive about this because when I was in the 
Bank, at that time the Bank could not borrow. It did not have any 
standing, and I spent a great deal of time going to commercial banks, 
to savings banks, to insurance companies and to the legislatures of 
all the States that would be apt to have investors within them who 
might buy the bonds, and at that time nobody knew what the word 
“Bank” was. The comment everywhere we went was “we wouldn’t 
touch them with a 10-foot pole.” Since then you can see the extent 
to which public opinion has changed on that. ‘These are desirable in- 
vestments now. But one of the things that we did in order to be 
convincing in regard to the sale of these bonds was to emphasize this 
very point that you brought up, the public debt transactions. 

United States backing wasn’t dependent on an appropriation each 
year. It was automatic. And this did a great deal toward giving 
those bonds good ratings and did a great deal towards building up 
the receptivity. 

The bonds were sold on that basis, so I think this is an important 
consideration. 

The CuarrmMan. You would be strongly against changing that ? 

Mr. McCroy. Yes. 

The Carman. Does the Senator from Wisconsin have a question ? 

Senator Witry. I have a comment to make. 

It is very good to see you, sir. I have very happy memories of 
when you were in charge of institutions over on the other side, and 
of sitting down at your table. My only question is, how much re- 
serves have they built up ? 

Mr. McCrory. They have built up 300-odd millions of reserves out 
of retained earnings. 

Senator Witey. And no loans have defaulted ? 

Mr. McCoy. No loans have defaulted whatever, and there has been 
no default in the Fund either. 

Senator Witry. And what interest do the bonds bear ? 

Mr. McCrory. The bonds bear varying rates of interest depending 
on the condition of the market at the time. You are talking about 
the bonds the Bank sells to American investors ? 

Senator Witery. That’s right. 

Mr. McCrory. That will vary depending upon how much they have 
to pay for their money. 

Senator WiLry. How much is it now? 

Mr. McCroy. Four and three-quarters. 

Senator Wirry. That is all. 

The CuarrMan. The Senator from Alabama. 

Senator Sparkman. Mr. McCloy, I am interested in what you said 
about the public debt transaction. You know there is some contention 
in Congress that we ought to discontinue that. You don’t see any- 
thing particularly wrong with that in programs such as this, for in- 
stance ¢ 

Mr. McCrory. You mean do I subscribe to the general tendency to 
avoid public debt transactions, or do I feel that public debt transac- 
tions in this case—— 

Senator SpARKMAN. Sometimes are necessary. 

Mr. McCroy. Sometimes are necessary, and I think in this one—— 

Senator Sparkman. And you are not afraid of them when they are 
necessary ? 
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Mr. McCrory. No. I think for example in this case where you have 
got almost a commitment of the United States, a representation at that 
point, that it would be unwise to change the procedure by which the 
amounts would be made available. In general I would think that 
probably we should be very reluctant to enter into public debt trans- 
actions. 

Senator SparKMAN. Certainly this should not be a general method 
of transacting business. 

Mr. McCoy. Yes. 

Senator SparKMAN. But in those programs where it appears to be 
the proper way of doing it, you would have no hesitancy in resorting 
to it. 

Mr. McCuoy. I have just testified that I think in this one you should 
not change it. 

Senator SparKMAN. In this particular case, yes. I am trying to 
spread it out a little. 

Mr. McCuoy. Well, I don’t know about the other ones. 

Senator Lauscuer. Do you mean that you want to get more activities 
under that? 

Senator SparKMAN. Not at all. I want to protect some of the good 
programs that are under it such as the International Bank for in- 
stance. 


PROPOSED INTERNATIONAL DEVELOPMENT ASSOCIATION 


Are you familiar with the proposal that Senator Monroney has 
offered of setting up an International Development Association ? 

Mr. McCoy. i am not perhaps as familiar with that as I should be. 
I have heard a good bit about it recently, but I have not seen the de- 
tails of it. 

I would like to see what the plans are. I would like to see just how 
much hardness and how much softness there is in it before I rendered 
a judgment in regard to it. 

Senator SparKMAN. The reason I ask you that question is because 
you made some reference to soft loans. 

Mr. McCroy. I would think there ought to be some element of solid- 
ity about it, and I don’t know just what the proposals are. I would 
not like to see it all soft. 

Senator SpARKMAN. You would approve of, and you recognize the 
necessity of supplemental programs, I presume ? 

Mr. McCoy. Yes. 

Senator SparKMAN. Somewhat along the line of testimony of Mr. 
Seidman ? 

Mr. McCioy. Yes. 

The CuarrmMan. Will the Senator yield? 

It is certainly my view that the IDA would not be run independ- 
ently of the Bank. It would be run really as a department or subsi- 
diary of the Bank so that Mr. Black or whoever is in his position 
would see that the IDA did not go all off on soft loans. 

Mr. McCrory. Was it the Senator’s proposal that it should be a part 
of the Bank? 

Senator SpARKMAN. As a matter of fact it has not been worked out 
yet. 
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The proposal is before us and I am trying to get some ideas that 
might be helpful to us when we consider it at a later date. It is my 
idea that it be tied in with the International Bank. 

The CuatmrMan. And not operate independently. 

Mr. McCrory. My tendency would be to support that, but I don’t 
know, I haven’t seen the proposal other than to know it is around 
somewhere. 

Senator SparKMAN. That is all, Mr. Chairman. 

The Cuarrman. To clarify the record, you have not seen it. It 
has not been reduced to specifics. We passed the resolution in effect 
authorizing that it be studied and submitted to various countries and 
the final proposal I think still remains to be perfected. 

Mr. McCoy. I see. 

The CuatrMan. We discussed it in the Banking and Currency 
Committee. The Bank, Mr. Black and others endorsed the idea of 
the proposal being submitted to various countries. It has not really 
got to the point of being reduced to a formal proposal. 

Senator Sparkman. It was introduced in the last C ongress. That 
is what started the study. 

The CHARMAN. Yes. 

Senator SparkMAN. And we adopted a resolution asking for fur- 
ther study and a report to Congress. We thought it was a germ that 
ought to be developed. 

Senator Witry. How far has the executive branch gotten with the 
study ? 

Senator SparkMAN. I think they are about ready to report on it, 
Mr. Chairman. 

The Cuatrman. The study is being done in the executive branch. 
We are not doing it in the legislative branch. I have not had a recent 
report. Would the Senator from North Dakota like to ask a question ? 


HOW BANK MAKES LOANS 


Senator Lancer. Mr. McCloy, will you explain to me what happens 
when a country, say, for example, India, applies for a loan of $100 
million? Can you trace what takes place ? 

Mr. McCrory. Yes. What usually takes place is that an application 
ismade. A group would be formed in the Bank that would study the 
proposal. A mission would go to India. It would determine whether 
or not they felt that this project, whatever it was for, was a feasible 
one, whether it was within the needs of the country and within the 
reasonable economic potential of the country. 

They would have an engineer usually go along with them who 
would go over their plans to be sure that it made sense, and then it 
would be reported through the management of the Bank either 
favorably or unfavorably. 

Then it would go to the Board of the Bank for approval or dis- 
approval. 

Senator Lancer. What check does the World Bank have on this 
loan ? 

Mr. McCrory. Well—in my day—I have not read the contracts 
down to date, but in my day there were provisions for continued in- 
spection of the project f and the continued followup of the project 
under the supervision, under the general supervision, of the engineers 
and the economists of the Bank until the project was completed. 
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And, of course, in connection with that, there was always a con- 
sultation with the Fund in order to get the last word from the 
Fund as to what the financial situation of the country was in its 
general exchange position. 

Senator Lancer. To take a concrete example, suppose they are 
building a dam in India. Do you turn the money over to the Indian 
Government or do you turn it over to some corporation over there? 

Mr. McCroy. It can be done either way. In the case of India there 
have been some loans to some private corporations, but in each case 
the Government must guarantee the loan before the Bank can make it. 

However, it can guarantee a loan which is given to an individual, a 
private enter prise, “and that has been done in India as well as direct 
loans. 

Senator Lancer. Are these loans ever made to Americans who or- 
ganize a corporation ¢ 

Mr. McCoy. It could be made to an American-controlled organiza- 
tion, corporation in India, as long as the enterprise was located in 
India. You would have to get the government guarantee in each 
case as I have pointed out. 

Senator Lancer. The country that wants the loan hires lawyers to 
protect them ? 

Mr. McCoy. Yes, because there is a contract that has to be drawn 
up, and certainly at some point it gets into a legal problem in terms of 
drafting a contract and usually they have a lawyer representing them. 

Senator Lancer. I am interested in this because I am a great believer 
in building some of these cheap houses in Latin American countries. 
You can build a house for ex: umple down in Venezuela, Nicaragua, or 
Costa Rica at a cost of about $800. 

Mr. McCuoy. Yes. 

Senator Lancer. A man who owns one of these houses will never be 
a Communist. 

Mr. McCuoy. Yes. 

Senator Lancer. I am wondering if the World Bank could loan, for 
example, 30 or 40 million dollars to half a dozen of those countries 
down there ? 

Mr. McCuoy. I can’t commit the World Bank to a loan or even sug- 
gest what they might be. All I know is that the World Bank is 
organized to take into account any such proposal as that, and analyze 
it and come to a conclusion as to whether they feel it is advisable for 
the economy of that country to do it or not. 

Senator Lancer. In other words, they have the authority ? 

Mr. McCroy. Yes, they have the : author ity to make that loan. 

Senator Lancer. Thank you. That isall, Mr. Chairman. 

The Cuarrman. Senator Lausche ? 


REASONS FOR ABA SUPPORT OF PROPOSED LEGISLATION 


Senator Lauscue, Are you in your official position limited in the ex- 
pression of opinion to the part icular issue that we are discussing today, 
or are you in a ew to express an opinion on mutual aid? 

Mr. McCoy. I am only here as a representative of the American 
Bankers Associ sata on this legislation. My only jurisdiction is to 
speak in regard to this particular legislation for the American Bankers 
Association. 
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Senator Lauscne. For this legislation ? 

Mr. McCoy. That is right. 

Senator Lauscue. In considering this legislation, did you view it in 
its rel: tionship to the mutual security program ¢ 

Mr. McCioy. I think I must necessar ily have done it to some degree, 
es. 

Senator Lauscne. Do you feel that regardless of what we do on 
mutual aid, this legislation should be passed 4 

Mr. McCroy. Yes, I do. 

Senator Lauscue. In recommending its passage, on what basis did 
the American Bankers Association particularly consider it—as a cold 
dollar investment or as a contribution to world peace, and therefore 
security for ourselves? What was the basis of its principal approach ? 

Mr. McCroy. I would say that the basis of the American Bankers 
Association approval of this was two things. One, and I am going 
back to 1945 when we first had this up—I wasn’t a banker than—they 
felt that the state of the world required an institution of this sort that 
could supply capital that private capital could not furnish. And 
they felt that this would tend to stabilize the monetary situation and 
improve world trade. 

This is something which bankers generally are interested in be- 

vause it helps their business, and it is also good for the state of the 
world. 

I think that both those considerations played a part. Now, bring- 
ing it up to date, I think these two institutions, having the record of 
accomplishment that they have, all the more deserve support In view 
of the continued need for their activities, both for the stimulation of 
business and trade and the general principle that economic well-being 
is an element in the avoidance of war. I believe there is a third ele- 
ment that enters into their thinking, and that is that with the growth 
of the Soviet power and the menace of the Soviet economic offensive, 
this is not a time for us to diminish our contribution to the words of 
these institutions. 

Senator Lauscue. The reasons which motivated you to support this 
in 1946 still exist in 1959 ? 

Mr. McCoy. Yes, reinforced by the good record that these two 
institutions have had. 

Senator Lauscne. That is all. 

The Crrarrman. Senator Aiken? 

Senator Arken. Mr. McCloy, I notice that the World Bank now 
has a total amount of loans in effect of $2,829 million. The amount of 
private funds borrowed is $1,658 million. What part of that $1,658 
million is loaned by United States financial institutions? 

Mr. McCrory. Certainly the majority, the bulk of it is loaned by 
United States institutions. There are some foreign institutions. 

Senator ArkeN. What amount does your own bank, Chase Man- 
hattan, have on 7 an to the World Bank? 

Mr. McCuoy. I don’t believe I can give you that figure offhand 
because our investments in the World Bank take a good many differ- 
ent forms. We have, for example, pension funds “of which we are 
the custodians that may be buying world bank bonds or other trust 
funds that we buy for individuals or corporations whose funds we give 
advice to. 
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We also have bonds in our own portfolio such as Government bonds. 
I can’t give you offhand what that figure is. It would be a very small 
proportion of our Government bond portfolio because generally speak- 
ing we have to keep shorter term maturities for our bank needs than 
the rather longer term maturities of the World Bank. 

Senator Arken. Of your total ? 

Mr. McCioy. Yes, because Bank bonds would not meet ordinary 
bank needs but nevertheless we have a substantial investment in them. 


INTEREST RATES OF IBRD 


Senator Arken. How is the interest rates of the loans of the World 
Bank determined ? 

Mr. McCuoy. There again it depends upon what the state of the 
market is, and then they have a commission which they chart in addi- 
tion to that to take care of their reserve funds. It is primarily a 
matter of what the market 

Senator Arken. How do the interest rates on loans from the World 
Bank compare to loans, shall we say in the State of Vermont or the 
State of New York, the city of Rochester-—domestic loans? 

Mr. McCrory. Well, they would all be classed as high quality secu- 
rities. They would vary as the market varies. It is hard to compare 
rates because government bond rates as you know vary a great deal, 
and that is supposed to be the best security we can get. These are 
high quality ratings. 

Senator AIKEN. They are good property. 

Mr. McCuoy. Very good, very good. 





CEILING ON U.S. CONTRIBUTIONS TO IMF AND IBRD 


Senator Arken. I have just one more question. I am not sure that 
you answered it in your colloquy with Senator Green. That is section 
2 of S. 1094, which reads as follows: 

Section 7(b) of the Bretton Woods Agreements Act is amended by striking out 
“of $950,000,000” and by striking out “not to exceed $4,125,000,000” and inserting 
in lieu thereof ‘“‘such amounts as may be necessary”’. 

Did I understand you to tell Senator Green that you did not think 
the removal of that limitation was advisable? 

Mr. McCuoy. No. 

Senator ArKen. It is on page 2 of the bill. 

Mr. McCuoy. Yes. The thing that I told Senator Green was that 
I thought that the present requests for the roughly speaking 50 per- 
cent increase in the capital of the Fund and the 100 percent increase 
in the capital of the Bank was about all that I thought was necessary 
at this time or advisable at this time. 

Senator Arken. Well, why is the removal of the limitation and 
insertion of the words “such amounts as may be necessary” advisable ? 

How does that improve the situation from the standpoint of the 
Congress and the U.S. Government ? 

Mr. McCroy. I think I will have to look at the original. Have you 
got the original bill ? 

Senator A1ken. It is right here. 

Mr. McCrory. Not only this bill but section 7 of the Bretton Woods 
Agreement, as to why they put that particular language in there. 
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Senator AIKEN. It is right here. Iam just wondering why, in this 
day and age, with balancing the budget and so forth, the Congress 
is requested to take the ceiling off those contributions on the part of 
the United States? 

Mr. McC roy. This is the elimination of the former limit of the 
capital subscription of the United States which we are now asking 
the Congress to change. 

Senator ArkeN. Do you see any harm in substituting a modern 
limit then ¢ 

Mr. McCoy. No. 

Senator ArkEN. Instead of taking the ceiling off completely and 
leaving it unlimited ¢ 

Mr. McCrory. No. I think it ought to be limited to the amount 
of the capital subscription as is authorized by Congress. But I 
suppose that the language there fits in so that you certainly could 
not, the Bank could not call on a subscription beyond that which 
is now being proposed by the Bank to the Congress. 

Senator AIKEN. You don’t suppose this has anything to do with 
the coming space age, do you? 

Mr. McCroy. No, I don’t think so. I think if you will look at 
the language you will find there is no doubt that the Bank cannot 
increase the subscription on its own volition. It has to come to 
Congress. 

Senator Arken. But there must be a reason for striking out the 
dollars and cents limitation. 

Mr. McCuoy. Yes, and I can see the reason for striking out the 
provision because that is the very heart of this bill, because that 
was a limitation on the original subscription. 

Now that subscription is going to be increased up to the billion 
plus, a billion three, is it? 

Senator AIKEN. $1,375 million for the International Monetary 
Fund. 

Mr. McCrory. That is a matter of drafting. I don’t know just why 
that 

The CuHairMAN. Can someone explain that? I had not noticed it. 

Senator Arken. Mr. Chairman, there may be a representative of 
the Treasury present who can tell us why they wish to take off all 
limitations whatsoever in this case. 

The CuatrMaAn. Will you give the reporter your title? 

Mr. Wetss. Arnold Weiss, Office of the General Counsel of the 
Treasury Department. The amounts which may be paid under this 
bill are limited by section 1 of the bill, sir, as well as section 7(b) 
of the Bretton Woods Agreements Act. 

The amounts which could be paid under this bill are precisely 
determined and limited by section 1 of the bills in conjunction with 
the first sentence in section 7(b) of the Bretton Woods Agreements 
Act. This sentence, as amended, authorizes the Secretary of the 
Treasury— 
to pay the balance of the subscription of the United States to the Fund not 
provided for in subsection (a) and to pay the subscription of the United States 
to the Bank from time to time when payments are required to be made to 
the Bank. 

The amounts of the United States subscriptions are definitely fixed 
by law. Under section 2 of the Bretton Woods Act the President 
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‘as authorized to accept membership for the United States in the 
Fund, as provided for in the articles of agreement of the Fund. 

The articles specified that the United States subscription Was eX- 
actly $2,750 million, which amount was fully paid in 1947. The bills 
would authorize an increase of $1,375 million in the subscription, as 

expressly specified by section 1. Under section 5 of the Bretton 
Woods Act neither the President nor any other person may inc rease 
the subscription further without the approval of the Congress by law. 
Since the authorization in the second sentence of section 4% 7(b) is mere- 
ly “for the purpose of making” the payments specified in the first 
sentence of the subsection, there can be no doube that the Secretary 
of the ‘Treasury could pay only the amount of $1,375 million specified 
in section 1 of the bills. 

Exactly parallel reasoning applies to the subscription to the Bank. 
The amount of the new subser iption is limited by the section 1 of the 
bills to 31,750 shares of stock, having a value of $3,175 million. It 
is true that none of this amount will be paid in unless it should be 
needed to meet defaults on the Bank’s obligations, but this does not 
detract from the fact that the maximum which can be paid is deter- 
mined by the language of the pertinent provisions of section 7 of the 
Bretton Woods Agreements Act and of this bill 

So in draft it, the bill is not taking off the ceiling, sir, it is specifi- 
cally provided for. 

Senator Arken. Then if the ceiling is controlled in another part 
of the bill, the Treasury certainly would not mind at all if the addi- 
tional ameunt authorized was simply added to the ceiling of $4,125 
million and the limitation in dollars and cents continued. 

Or do they want it more emphatic ? 

The Cuarrman. If I understand the significance of this, all this 
refers to is when the Fund calls upon us from time to time we may 
pay what amounts are necessary up to the ceiling. 

Mr. Wess. Yes, sir. 

The Cuainman. We give them in the first instance the non-interest- 
bearing notes. Now they say “We want dollars,” and we pay it by 
debt. transaction up to the amount of the ceiling. I don’t see that it 
would do any harm at all to reinsert that ceiling, but you thought it 
was not necessary ; isn’t that so 

Mr. Weiss. That is correct, sir. 

Senator Aiken. It would be so reassuring to a lot of people if that 
dollars-and-cents ceiling was reinserted. 

Senator Lavscur. What w rong would there be to reinsert the ceil- 
ing if it is nothing but a summary of what you have stated in the pre- 
ceding parts of the bill ? 

Mr. McCroy. Such amounts as may be necessary up to the limit 
authorized in paragraph so-and-so, 

The Cuamman. They thought it was such a big amount it would 
scare people and it was better not to mention it. 

Mr. McCroy. I didn’t notice this. 

The Cuarrman. I think you can take your choice. 

Senator AIKEN. IT have seen that phrase “such amounts as may be 
necessary” in so many bills in the past that come up from depart- 
ments, and another phrase that used to come with them was this: 
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“The decision of the Administrator shall be final.” We haven’t that 
in here, but we have the other one that was so popular a few years 
back. 

Senator Witry. How should section 2 read ? 

Mr. Weiss. You could insert the full amount if you so desire, but 
my only point was to say that the ceiling is not off by having this 
language in. 

The Cuamman. You would have no objection to add “such amount 
as may be necessary not to exceed.” 

Mr. McCuoy. The limit set in paragraph 1. 

The CuarrmMan. The limit set in paragraph 1. You have no 
object ion. 

Mr. Wetss. I don’t believe so. I would have to check on that. 

The Cuamman. Check it and let us know. 

Senator Arken. If there is objection to having the dollars and cents 
limitation, I think there ought to be a very good reason why. 

The CHAIRMAN. Anything further, S senator Aiken / 

Senator Arxen. No. 

The CuarrMan. Senator Church, do you wish to ask any questions? 
I may say we have another witness. This one is very informative but 
we hope to get to another witness. 


BANK’S SECURITY ON LOANS 


Senator Cuurcu. Mr. McCloy, when IT was engaged in law practice 
I used to find that the hardest assignment I had was to get a loan ‘rom 
a commercial bank for a client that was unsecured, These banks are 
very security conscious, and in the field of the World Bank I would 
think that the problem posed by obtaining sec urliy is a very novel 
and a very difficult one. 

I am curious to know if there is any other security device used 
by the World Bank where the loan is actually made to a company or 
a group of pr ivate citizens in a foreign country, other than the guar- 
antee of the Government itself 

Mr. McCroy. Inasmuch as the whole concept of the Bank was to 
approve projects or to take steps which would improve the balance 
of payment position of the country involved, almost by assumption, 
there were not the reserves avail able to pledge for the repayment of 
the loan. These were new projects to generate new income. 

The tendency was not, however, to earmark that income for the 
payment of the loan because that was too complicated and too restric- 
tive. So that the whole idea was that the loans should be funda- 
mentally unsecured in the normal sense in order to accomplish the 
objectives of the Bank. 

Senator Cuurcn. So that the conventional methods of obtaining 
security just were not appropriate / 

Mr. McCroy. Yes. When these are long-term projects just as 
in the industrial field domestically, you don’t ask for security if you 
are going to build a dam for a big project, a steel mill for example. 
Such loans are made on the gener: ral credit of the corporation. The 
World Bank is a bank but it is not the kind of a bank that a com- 
mercial bank is because it does not need to invest its money in such 
short-term loans. 
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Senator Cuurcu. Yes. Now in your testimony a few minutes ago 
you mentioned that initially the World Bank was concerned pri- 
marily with the objective of reconstruction. Now the emphasis is 
changing toward development of underdeveloped countries. I should 
think that would make the security problem all the worse as far as 
loans were concerned. 

But I would like to have the benefit of your opinion on the best 
method of making capital available for development in the under- 
‘developed areas. In your opinion, is the best method that of utiliz- 
ing an international bank of this kind or other international banking 
institutions to which various countries can subscribe ? 

Or is the best method the approach that we take through the 
mutual security program, for example? As between the two, what 
is your opinion? 

Mr. McCuoy. I don’t believe you can say one to the exclusion of 
the other is the only way to do this. Since my experience has been 
largely with the international institutions, I tend toward supporting 
them. I feel that they are tinted with fewer political aspects. 

You can do more in the way of making suggestions than you can 
if you were representing a national government. Yet I can see situa- 
tions where the interest of this Government would require us to 
have a national agency such as the Export-Import Bank, for exam- 
ple, which can be used and is used for quasi-political purposes, 

Here you have a great Nation starting an economic offensive. It is 
entirely national. They are not subjecting it to international con- 
trols. I think this is the wrong tendency, but I think we have to 
meet it, so I would say that there is a place for both, and I would 
tend to minimize or moderate, put it that way, the national aspect, 
but I would not say that it did not have a very important place. 
In fact, I think it does. 

Senator Cuurcu. Thank you. That is all, Mr. Chairman. 

The Cuamrman. Thank you, Mr. McCloy. We appreciate your tak- 
ing the time to come in and give us the benefit of your knowledge 
and understanding of this important matter. 

The next witness is Mr. Herbert E. Harris II, assistant legislative 
director for the American Farm Bureau; Mr Harris, we are very 

leased to welcome you. Is it agreeable to you to put your statement 
in the record and then emphasize a point or two? 

The hour is getting late and we don’t need, I think, any further en- 
lightenment on the actual facts. We would like very much, however, 
to know the attitude of your organization toward the legislation. 


STATEMENT OF HERBERT E. HARRIS II, ASSISTANT LEGISLATIVE 
DIRECTOR, AMERICAN FARM BUREAU FEDERATION 


Mr. Harris. Mr. Chairman, I am very conscious of the time and at 
the Chair’s suggestion we will just make one or two points in the 
statement and file the entire statement for the record. 





ie 
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(The statement referred to follows :) 


STATEMENT BY HERBERT E. Harris II, ASSISTANT LEGISLATIVE DIRECTOR, THE 
AMERICAN FARM BUREAU FEDERATION, REGARDING S. 1094, INCREASING THE 
RESOURCES OF THE INTERNATIONAL MONETARY FUND AND THE INTERNA- 
TIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 


The American Farm Bureau Federation is an independent, voluntary organiza- 
tion of 1,600,000 farm and ranch families in 48 States, Puerto Rico, and Hawaii. 
We appreciate the opportunity to present our views to this Committee in sup- 
port of legislation to increase the U.S. quota of the International Monetary 
Fund and to increase the authorized capital of the International Bank for Re- 
construction and Development. 


POLICIES ADOPTED BY ¥BWARM BUREAU 


At the 40th annual meeting of the American Farm Bureau Federation the 
member State farm bureaus adopted policies dealing with international affairs 
and cooperation as follows: 

“America stands as a beacon of freedom to the world. We are waging a 
continuous battle for peace and must continue our efforts to strengthen the will 
of free nations to resist Communist domination. 


- * ” * * & « 


“The United States must demonstrate to the world that a dynamic, expand- 
ing, competitive capitalism is a major factor contributing to the more abundant 
life that people everywhere are seeking. 

* * * * * * * 


“Economic aid should emphasize loans rather than grants. It should be 
made clear that public loans are limited and that such loans are an unsatis- 
factory substitute for private investment. The Development Loan Fund, estab- 
lished under the mutual security program, should be used only after it has been 
clearly demonstrated that financing is not available through private investment, 
the World Bank, the International Finance Corporation, or the U.S, Export- 
Import Bank. Development loan funds should be made available only where 
it is clearly demonstrated that the recipient country is prepared to follow na- 
tional economic policies which promote private enterprise investment to the 
maximum extent.” 


WHY FARM BUREAU SUPPORTS IMF AND IBRD 


The above-quoted policies form the basis for our support of S. 1094. These 
policies recognize the importance of foreign investment toward the attainment 
of lasting peace. They emphasize loans rather than grant aid. 

The stability of many countries of the free world is dependent upon the 
establishment and maintenance of sound monetary policies. Their ability to 
trade and to take their place in world affairs is directly related to their ability 
to maintain proper foreign exchange conditions. Farm Bureau’s interest in 
this legislation is based on the recognition that— 

(1) The stability and growth of the countries of the free world is im- 
portant to our national security ; 

(2) An expanding, mutually advantageous international trade is im- 
portant to our national economy ; and 

(3) The ability of countries to earn dollars with which to buy American 
farm products is important to farmers. 

Farm Bureau feels that the International Monetary Fund and World Bank 
have played an important and, at times, vital role in expanding mutually ad- 
vantageous trade of the free world. At the same time, these institutions have 
maintained sound policies which have gained the respect of both creditor and 
debtor nations. 

Farm Bureau has been fearful that the many proposals to extend soft credit 
on a government-to-government basis would discourage foreign countries from 
taking those actions necessary to assure stable economies capable of dynamic 
growth. We feel that it is futile to provide Government credit to countries 
which discourage private investment and restrict private initiative. 

We believe that the recommendations for increases in the U.S. participation in 
the Fund and the Bank are based on a thorough study of the situation by the 
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Executive Directors of the Fund, the National Advisory Council, and others 
who are in position to have real judgment with regard to such matters. These 
recommendations would mean that the U.S. quota in the Fund would be in- 
creased from $2,750 million to $4,125 million. The United States would have 
to make a gold payment in the amount of approximately $344 million. The re- 
mainder of slightly over $1 billion would not actually be expended from the 
U.S. Treasury until needed by the International Monetary Fund to meet a 
situation where a great demand would be made for loans by member countries. 
The total increase of all country quotas would be $4,807 million—from $9,193 
million to $14 billion. 

The recommendations also provide for an increase from $10 billion to $21 
billion in the authorized capital of the World Bank and the doubling of each 
member’s capital subscription. This would mean that the U.S. subscription 
would be increased from $3,175 million to $6,350 million. This entire increase 
would be used to enlarge the Bank’s guarantee fund which is used when it 
borrows from private sources. In other words, the increased funds would not 
be called upon unless there was default on the part of a borrower in regard 
to a loan made by the Bank and financed through private sources. 

This increased authorization to the Bank would have no effect on the U.S. 
budget for fiscal year 1960. 

There has been a substantial increase in international trade since 1944 when 
the quotas for the International Monetary Fund were originally established. 
Attachment I indicates total free world trade in 1937 and annually from 1950 
through 1958. It will be seen thet since 1987 there has been almost a fourfold 
increase in international trade. Trade at this level, of course makes possible 
greater variations in a country’s exports and imports. ‘Therefore, a_short- 
term ioans of greater magnitude are likely to become necessary to alleviate 
baiance of payiment aifficuities. This fact indicates the necessity of expanding 
the quotas of the International Monetary Fund. 

We would hope that the increased convertibility of many European currencies 
will make possible a greater use of such currencies by the International Mone- 
tary Fund. We would assume that International Monetary Fund _ policies 
would emphasize such use. 

In some respects we believe that it has been the presence and the operation 
of the international Monetary Fund that has made this convertibility possible. 
The expanding use of such currencies by the Fund will in turn make it truly a 
multilateral institution. The expanded quotas of Canada, Western Germany, 
and Japan are justified and logical in view of these countries’ expanded activity 
in the field of international trade. It is important that as countries attain strong 
trading positions they assume their rightful responsibility in this banking 
institution. The United States should insist on such assumption. 

In view of (1) the expanded volume of international trade and (2) the ex- 
panded convertibility of foreign currency, we believe it to be in the best interest 
of the United States to participate in the proposed quota increase of the In- 
ternational Monetary Fund. 

The American farmer earnestly hopes that this action will make possible the 
early removal of discriminatory import restrictions placed against U.S. farm 
products by some countries. 

The 68 country members of the World Bank have demonstrated that they 
prefer the operation of an international banking institution to be on a sound 
businesslike basis. Since 1947 the Bank has made loan commitments of $4,250 
million. In its initial period, of course, substantial loans were made to European 
countries for reconstruction. Today the Bank’s main function is to make loans 
to underdeveloped countries for economically sound enterprises. Attachment 
II indicates that the Bank’s resources have been utilized by every region of the 
world. 

It is an impressive fact that in the 13 years of operation the Bank has not had 
a default on a single loan. 

It is unlikely that the proposed increase in the U.S. capital subscription to 
the Bank will ever be called as long as the Bank continues to follow the sound, 
conservative, financial policy that it has in the past. What is recommended is 
an enlargement of the guarantee fund. We are happy to note that Canada 
Germany, and Japan will assume greater responsibility under this increase. 

The Bank has gained a reputation for its technical services. They are in 
demand not only in the form of advice to member countries on development 
problems but also in the shape of mediation of economic disputes affecting mem- 
ber countries of the Bank. 
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In view of the record of the Bank for careful fiscal management and sound, 
constructive use of funds, Farm Bureau supports the recommended increase 
in the authorized capital of the Bank. We recommend that the Congress au- 
thorize the Governor to vote in favor of a resolution proposed by the Executive 
Directors to increase the authorized capital stock of the Bank and to vote for 
the recommended increase in U.S. subscription. 


CAPITAL FOR ECONOMIC DEVELOPMENT 


We feel that the International Monetary Fund and the World Bank represent a 
sound approach to currency stabilization and real assistance to underdeveloped 
nations. Underdeveloped nations need a great deal more than the capital that 
can be provided through public funds. Private investment is essential. It is 
as unfair as it is unsound to indicate to such countries that loans for economic 
development will be provided regardless of the economic policies which these 
countries maintain. These international institutions are efforts to help coun- 
tries help themselves. The capital should be provided under conditions and 
terms which induce countries to develop programs and adopt policies which are 
economically sound and which in the long run will contribute substantially to 
their development. We have grave doubts that proposals in the nature of the 
International Development Association will add to the effectiveness of the oper- 
ation of the World Bank. The so-called soft loans, especially loans repayable 
in the country’s own currency, do not appear to us to be in the category of 
bankable loans and therefore do not appear to be suitable for administration by 
the World Bank or any international organization. 

The Development Loan Fund of the United States can work properly only if it 
provides funds of a last resort and only if such funds are kept very limited. We 
sincerely doubt that the sound, constructive policies of the World Bank can be 
maintained if other funds are available to underdeveloped nations under softer 
terms of repayment or without regard to the establishment of proper economic 
policies. The case is sometimes made that an international agency is preferable 
to the bilateral arrangements of the Development Loan Fund since the multi- 
lateral approach would induce other developed countries to provide more funds 
for economic development in underdeveloped countries. We fail to see the logic 
behind such a case. If a country will not provide economic development funds 
under bilateral arrangements which give them a certain amount of control over 
the funds, certainly such countries will not turn over such investment resources 
to an international agency for disbursement. 

As Congress moves to expand the authorization of the International Monetary 
Fund and World Bank, we earnestly hope that it will be with the firm under- 
standing that such institutions will not be torn from the sound operating prin- 
ciples which have resulted in their past success. 


ATTACHMENT I 


Free world trade, 1937 and 1950 through 1958 


{ Millions of dollars] 


| Imports 
(f.0.b.) (c.i.f.) 


(f.0.b.) (c.i.f.) 


! 
|| 
Calendar years Exports | Imports | Calendar years Exports 
| 
| 


1958 (estimated) -- 94, 000 | 99,000 |) 1953__- mater 74, 875 | 76, 569 
100, 484 107, 429 1952. ... ~ ; 73, 891 | 80, 196 
1956___- 93, 647 98, 206 1951 _..- 76, 573 | 81, 399 
1955 ; 84, 317 RS, DSO 1950 56, 690 59, 338 
1954... 77, 677 79, 608 Mr ienedans 24, 199 27, 275 


37848 —59——_9 
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ATTACHMENT II 


International Bank loan commitments, percentage, and dollar distribution by 
area, through Dec. 31, 1958 








Dollars 
Area Percent or equiv- 
| alents 
- sit — neal aclnictaiii 
Millions 
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ON cic, sabe SEK od dd eawascencsere p witnilbh ida disb te paws Songs <tigeprene ei 29 1, 224 
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i xi Seb rarie ea pinion aah wen nie ei 13 543 
SR i AE heed Res he ole as dotemdanasSatdanbheunbéhcbeneedinces an 7 318 





Mr. Harris. We consider it a privilege to be here to present the 
views of the American Farm Bureau on this very important legisla- 
tion. I won’t attempt to introduce the Farm Bureau to you all be- 
cause I know you are familiar with it. There are 1,600,000 farm fam- 
ilies in the United States, Puerto Rico, and Hawaii. We have policies 
adopted for last December at our annual meeting in Boston which 
bear directly on this matter and, with your permission, I will read just 
one part of those policies now. 

We feel that economic aid should emphasize loans rather than 
grants. We should make clear that public loans are limited and that 
such loans are an unsatisfactory substitute for private investment. 

The Development Loan Fund established under the mutual security 
program should be used only after it has been clearly demonstrated 
that financing is not available through private investment, the World 
Bank, International Finance Corporation, or the U.S. Export-Import 
Bank. 

Development loan funds should be made available only where it is 
clearly demonstrated that the recipient country is prepared to follow 
national economic policies which promote private enterprise invest- 
ment to the maximum. 


REASONS FARM BUREAU SUPPORTS PROPOSED LEGISLATION 


The Farm Bureau’s interest in this legislation is predicated on three 
main points. First, the stability and growth of the countries of the 
free world is important to our national security. Second, an expand- 
ing mutually advantageous international trade is important to our 
national economy. Third, the ability of countries to earn dollars with 
which to buy American farm products is important to American 
farmers. 

The Farm Bureau feels that the International Monetary Fund and 
World Bank have played an important and, at times, vital role in ex- 
panding mutually advantageous trade of the free world. 

At the same time these institutions have maintained sound policies 
which have gained the respect of both creditor and debtor nations. 
We feel that the studies made by the Executive Directors of the Fund, 
the National Advisory Council, are sound and thorough studies, and 
set out in basic form the reasons why this legislation should be passed. 

I know the committee is familiar with the fact that there has been 
a fourfold increase in international trade since the quotas for the 
Bank and the Fund were originally established. | 
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We feel that this increase in trade especially necessitates an expan- 
sion of the International Monetary Fund. 
The Cuatrman. How much increase did you say ? 


INCREASE IN INTERNATIONAL TRADE 


Mr. Harris. According to my figures there has been about a four- 
fold increase in the total amount of international trade since the pre- 
World War II days. 

The Cuarrman. You are speaking of before the war. 

Mr. Harris. I believe when we sat down to the Bretton Woods 
Agreement in 1944 that the purview of the parties there was of trade 
as it existed before World War II, and I think the trade level of 

1937-39, for example, would be what they based their decision on. 

The Cuarrman. You are referring to the level of trade prior to 
World War II? 

Mr. Harris. Yes, sir. It will be seen that since 1937 there has been 
almost a fourfold increase in international trade. 

Senator Lauscuer. Does the tabulation shown in attachment 1 illus- 
trate your views? 

Mr. Harris. Yes, sir, it does. You will note there that exports and 
imports in 1937 are 24 and 27 billion dollars respectively, and in 1958 
estimated at 94 billion and 99 billion dollars respectively. 

We would hope that the increased convertibilities of many European 
currencies will make possible a greater use of such currencies by the 
International Monetary Fund. We would assume that the Interna- 
tional Monetary Fund policies would emphasize such use. We would 
hope that this institution could become truly a multilateral institution 
with the use of many currencies, not just dollars, 

The American farmer earnestly hopes that this action will make 
possible the early removal of discriminatory import restrictions placed 
= U.S. farm products by some countries purportedly for balance 

payments reasons. 

We feel that many of these restrictions are not justified for the 
reasons given. 


ACCOMPLISHMENTS OF IMF AND IBRD 


In reference to the World Bank: They have an impressive operat- 
ing record, no defaults in 13 years of operations. In view of the 
record of the Bank for careful fiscal management and sound con- 
structive use of funds, the Farm Bureau supports the recommended 
increase in the authorized capital of the Bank. 

We recommend that the Congress authorize the Governor to vote in 
favor of the resolution proposed by the Executive Directors to increase 
the authorized capital stock of the Bank. 

I would like to conclude with an overall policy statement of the 
Farm Bureau that I think is relevant and certainly the questions 
here this morning bring out the connection. 

We feel that the World Bank and the International Monetary Fund 
have a very excellent record. Our members would be opposed to water- 
ing down ‘the principles of the operations of these institutions by in- 
cluding it in mechanisms which would allow extremely soft loans. 
We would hope that the progress made by the World Bank and Inter- 
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national Monetary Fund would be maintained and that their sound 
principles would be maintained. 

Now we have heard the argument made that an international agency 
which makes grants or extremely soft loans will somehow induce other 
developed nations to contribute funds toward economic development 
of underdeveloped nations. 

We feel that if a country, a developed country, is not willing to 
provide these funds on a bilateral basis under which they would have 
control, we doubt seriously that the establishment of an international 
agency for this purpose would so induce them. 

If they can’t control the money they lend, they are not going to lend 
it any more readily than they would ona basis w bare they could control 
the money shay lend. 

As Congress moves to expand the authorization of the International] 
Monetary Fund and World Bank, we earnestly hope that it will be 
with the firm understanding that such institutions will not be torn 
from the sound operating principles which have resulted in their past 
success. 

That concludes my comments on my statement. 


PROPOSED ESTABLISHMENT OF INTERNATIONAL DEVELOPMENT ASSOCIATION 


The Cuarman. Thank you very much, Mr. Harris. Does the last 
part of your statement refer to the proposal known as the Interna- 
tional Development Association 

Mr. Harris. As I think the chairman made clear a while ago, it is 
awfully hard to tell what somebody means when they say Interna- 
tional Development Association. 

The interpretation that we have seen many people apply to IDA or 
the International Development Association would be extremely soft 
loans repayable in foreign currency over a rather extended length of 
time. 

We would not consider this a banking operation, sir. A dollar loan, 
for example, repayable in foreign currency is not a banking operation 
because the funds do not and cannot revolve, and we feel that any 
operation that is set up in the nature of economic development funds 
rather than «a banking operation should not be under the World Bank. 

The CHarmMan. Senator Green ¢ 

Senator Green. No questions. 

The Cramman. Senator Wiley ? 


FARM BUREAU SUPPORT OF MUTUAL SECURITY AND PUBLIC LAW 480 
PROGRAMS 


Senator Witry. Is your organization in favor of the mutual secur- 
ity program ¢ 

Mr. Harris. We have supported the mutual security program, yes, 
sir. 

Senator Witey. And this year you are in favor of it? 

Mr. Harrts. Our policy supports the mutual secur ity program, but 
we recognize the need for economy also, Senator. 

Senator Witey. Thank you. 

The Cuatmrman. The Senator from Alabama. 
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Senator Sparkman. I refer to the last part of your statement about 
soft loans. As I understand it, you say soft loans ought not to be a 
part of the Bank’s operations. You don’t mean by that that you 
would necessarily oppose a program outside of the Bank’s operations 
that might deal in soft loans, or are you opposed to the idea of soft 
loans generally ? 

Mr. Harris. I think that under the Farm Bureau's existing policies, 
the direct statement could be made that we are opposed to the U.S. 
Government prov iding funds to international institutions for the pur- 
pose of making “soft” loans. 

Senator SparkMAN. Of course, I am thinking of Public Law 480 
under which we sell farm products. Those are certainly sold on a 
soft loan basis, aren’t they ? 

Mr. Harris. A portion of the foreign currency received are used 
for soft loans, but on a bilateral basis. 

Senator SpARKMAN. You are in favor of that? 

Mr. Harrts. We support Public Law 480, yes, sit 

Senator SPARKMAN. You would favor soft loans on a bilateral basis 
but not as an international institution, is that it? 

Mr. Harris. No, sir. 

Senator SparkKMAN. A multilateral program ? 

Mr. Harris. For example, there are many proposals which would 
take something like Public Law 480 and internationalize it. The 
Farm Bureau would be opposed to this. 

Senator SrarkMan. I| am glad to get that straight, because I am 
certainly strongly in favor of Public Law 480. I think it has done 
tremendous good for many of the underdeveloped countries, and cer- 
tainly for our own farmers. 

Mr. Harris. I am sure the Senator knows the Farm Bureau’s 
responsibility in regard to Public Law 480. I think we exhibited 
some real leadership in this regard. 

Senator SparKMAN. z es; I remember a great deal of pioneering 
work was done by the Farm Bureau in connection with getting this 
program started. 

Mr. Harris. Yes, indeed, Senator. 

Senator SparkMAN. That is all, Mr. Chairman. 

The CuatrmMan. Senator Aiken? 

Senator Aiken. Mr. Harris, I notice on page 3 of this you state, 
“This increased authorization to the Bank would have no effect on the 
U.S. budget for fiscal 1960.” 

Do you anticipate it would be reflected in the budget in some other 
year ? 

Mr. Harris. I am very sorry, Senator, I didn’t hear the specific 
reference. 

Senator Aiken. On page 3, a two-line paragraph: 

This increased authorization to the Bank would have no effect on the U.S. 
budget for fiscal year 1960. 

Do you anticipate that it would be reflected in the budget in some 
other year? Why were those lines inserted ? 

Mr. Harris. I don’t think, if I understand your point, the qualifi- 
cation is necessary there. I doubt that it will ever become a budget 
item, but it is certainly not impossible. 

_ Senator Arxen. I thought there must be some reason for putting 
those lines in there and I wondered what it might be. 
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Mr. Harris. We feel that a balanced budget in the year 1960 is 
eats Senator. 

Senator Aiken. Why is it more important than 1959, 1961, 1967, 
or 1966? Why 1960? Why is that the sacred year. 

Mr. Harris. It seems especially important to many people, I sup- 
pose, because they feel we have botched the job so aieae in 1959. 

Senator ArkEN. We botched it? How did we botch it? 

Mr. Harris. As far as balancing the budget. 

Senator Aiken. Who botched it ? 

Mr. Harris. Well, I guess the country as a whole did. 

Senator SparKkMAN. The recession. 

Senator Arken. No more questions. 

The Cuarrman. Senator Lausche ? 


ESTIMATED GOVERNMENT REVENUES IN FISCAL YEAR 1960 


Senator Lauscue. Has the Farm Bureau formulated any judgment 
about what the estimated revenues available for public expenditure 
will be in the fiscal year of 1960 ? 

Mr. Harris. Well, of course, all the information necessary for a 
real final judgment on that is not available to the Farm Bureau, but 
we think a realistic estimate would be that it would be something 
less than $77 billion. 

Senator Lauscue. It will be less than $77 billion, and that $77 billion 
envisions the imposition of new taxes; is that correct? 

Mr. Harris. I believe so; yes, sir. 

Senator Lauscne. And if there is a failure to pass laws imposing 
new taxes, Government revenues will be less than $77 billion ? 

Mr. Harris, Yes, sir. 

Senator Lauscur. Have you as a body formed any opinion about 
the soundness of the President’s opinion that the revenues on the 
basis of increased business will equal those of 1957? Do you know 
of what I am speaking now? 

Mr. Harris. Yes; I believe so. Actually we have developed a 
rather detailed statement on this, Senator, which I would like to 
provide you. 

Senator Lauscue. But in any event the Farm Bureau is of the 
opinion that the President’s estimate of income leans in the direction 
of liberality rather than conservativism ? 

Mr. Harris. Absolutely. 

Senator Lauscue. And you believe it is too high ? 

Mr. Harris. Yes, sir. 

Senator Lauscue. Now then, with respect to mutual aid, in the 
past you have supported it; is that correct? 

Mr. Harris. That is correct, Senator. 

Senator Lauscur. Have you taken a position this year officially? 

Mr. Harris. Well, I can say that as a matter of policy we do sup- 
port the mutual security program this year; as to the dollar amount, 
I am not prepared to say right now. 

Senator Lauscue. Now then you know that we will have an esti- 
mated deficit of $13 billion for the fiscal year of 1959; is that right? 

Mr. Harris. Yes, sir; I believe so. 

Senator Lauscue. In the event that the tabulation of all of the 
proposed expenditures reaches an amount that shows no semblance 
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of balance between the available revenues and the spending program, 
where would you proceed to cut? (I am putting to you the question 
that I put to Mr. Seidman.) Would you cut aid to community facili- 
ties, aid to distressed areas, aid to education, aid to the development 
of television stations and other programs ? 

How would the Farm Bureau establish the priority between 
national defense, mutual aid, and these new programs that are 
envisioned ? 

Mr. Harris. Well, Senator, certainly a program has got to be judged 
on its own merits. Whether one is better than the other does not 
prove that both of them are not bad or that both of them are not good. 
I certainly would not attempt here to set priorities on programs but 
we could say this. We are against, at a time where it looks so ob- 
viously that we are going to go into deficit financing, expanding Fed- 
eral expenditures for these new-type programs. 

Senator Lauscue. Then that is your answer ? 

Mr. Harris. Yes, sir. 

Senator Lauscne. That is, you would not undertake new types of 
spending programs in the face of a deficit that has no semblance of 
balance with the available revenues ? 

Mr. Harris. We would consider it fiscally irresponsible, Senator. 

The Cuarrman. Thank you very much, Mr. Harris. 

You have made a very useful contribution to our hearings. 

I will now insert in the record a statement by the Chamber of Com- 
merce of the United States, by the League of Women Voters of the 
United States, by the Investment Bankers Association of America, 
by the National Foreign Trade Council, Inc., the National Federation 
of Business and Professional Women’s Clubs, Inc., and the U.S. Coun- 
cil of the International Chamber of Commerce, all bearing upon 
these bills. 

(The documents referred to follow :) 


STATEMENT OF THE CHAMBER OF COMMERCE OF THE UNITED STATES ON S. 1094 


The Chamber of Commerce of the United States supports S. 1094, which in- 
volves increasing the resources of the International Monetary Fund and the 
International Bank for Reconstruction and Development. This proposal was 
considered by our board of directors on January 30, 1959, and approved as means 
to further the Chamber’s longstanding support of a sound international monetary 
standard and stability in currencies. 

The national chamber believes that a healthy and growing international com- 
merce is essential to the continued expansion of the economy of the United 
States and to the achievement of greater prosperity and strength for all nations 
and is conducive to lasting peace. We recognize that stability of currencies is 
necessary for an adequate and sound international trade. We further recognize 
the development of multilateral trade on a sound basis requires a continuous flow 
of capital among trading nations. We believe that the International Monetary 
Fund and World Bank have both made important contributions to nations of 
the free world through assisting in economic growth, promoting sound fiscal 
and monetary policies, and foreign exchange policies. The United States has 
benefited and we believe will continue to benefit, by supporting the work of 
the International Monetary Fund and World Bank. 


INTERNATIONAL MONETARY FUND 


The International Monetary Fund has facilitated greater freedom in inter- 
national trade and payments and a widespread recognition throughout the free 
world of the need for sound monetary and fiscal policy. The activities of the 
Fund have been of benefit to the United States by helping other countries to 
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achieve exchange stability and have reduced the need for foreign aid or sub- 
sidies. The Fund has encouraged national self-reliance by helping to free inter- 
national trade and payments from the burden of exchange restrictions. It 
has provided a better overall environment for expansion of U.S. foreign trade 
and overseas investment. 

The Fund’s ability to continue its activities in the near future is of importance 
to the well-being of the United States as well as the rest of the free world. To 
assure its ability to carry out its role in international finance, an increase in 
the resources of the Fund now appear necessary. 

1. An increase in quotas would put the Fund in a stronger position to provide 
emergency, short-term (3 to 5 years) credit to help nations through unavoid- 
able temporary balance of payments crises. 

2. Increasing Fund resources would contribute to an increase in world liquid- 
ity. The growth of monetary reserves has lagged behind the expansion of 
world trade. 

3. The Fund’s resources are made available at a time when they are most 
needed—which may be in times of boom as well as in times of depression. The 
Fund must be prepared for diverse contingencies—which may come suddenly 
and in most cases cannot be clearly foreseen in advance. 

4. The Fund will help to foeus attention on necessity for financial discipline, 
without which no international monetary standard can function properly. 

The Fund has proved to be a responsible custodian of emergency international 
reserves, and the management of the Fund has earned a world reputation for its 
sound, businesslike approach to international lending and monetary problems, 

Karly years of the Fund were dynamic and constructive. They were used to 
get working methods fully organized; to start the system of consultations with 
cuuntries maintaining exchange restrictions; to develop forms of technical assist- 
ance to member countries; and to reach agreement on the policies and principles 
to be applied to requests for the use of the Fund’s resources. 

This considered approach to the formulations of its policies has been com- 
mendable. The principle that drawings greater than a country’s gold subscrip- 
tion must be justified through reasonable efforts to solve its own problems or 
by the adoption of a program for establishing or maintaining the ordinary sta- 
bility of the country’s currency at a realistic rate of exchange is likewise com- 
mendable. 





INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 


The International Bank for Reconstruction and Development (World Bank) 
has msde a maior contribution to the growth of free world economies by en- 
couraging and financing of sound investment projects. It has helped many 
countries in the free world to achieve a foundation for continued and bal- 
anced growth. 

The World Bank began operation in 1946. It was established to provide 
and facilitate internstional investment for increasing production, for raising 
living stenderds and helping bring about a better balance in world trode. 

This international apnroach, rather than direet T.S. action, has important 
advantages. First, it makes outside intervention, which may he necessary to 
the suecess of a nation’s economic program, somewhat more nalatable to the 
borrowing country. With an international institution such as the World Bank, 
n lesser develoned covntry is more likely to follow outside advice, to furnish 
information and to allow the internstional institutions’ supervisors and tech- 
nicians free movement within its borders. 

A second consideration, international administration tends to diminish sus- 
picion that help is heing given to fulfill the selfish national aims of the lender. 
Moreover an international organization can make available men and money 
from countries other than the United States. As an internationnl entitv the 
Benk can assist in earrying out desirable, but difficult to finance. regional 
undertakings—dams and river projects—which often are not confined to 
anv one country. 

Doubling the capital of the World Bank has been pronosed bv the United 
States. It would not require the paving in of anv new funds bv the 68-membher 
governments, but only an increase in the unpaid nortion of the svbscrintions 
which serves as 9» guarantee for the Bank securities floated in the nrivate 
ecanital markets. The Bank’s fiotation has been most suecessful in recent verrs 
and is approaching the top limit of the present U.S. subscription. The proposed 
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U.S. increase in subscription of $3,175 million, matched by equivalent increases 
by other member countries, would assure the continued success and growth 
of the Bank’s lending activities. 

The countries of the free world look to the United States for leadership in 
economic matters. Taking up our subscription in new stock of the Bank and 
increasing our quota in the Fund is important to proper exercise of that lead- 
ership. 

For the additional U.S. quota in the International Monetary Fund, the Presi- 
dent’s budget includes $1,375 million as supplemental new obligational authority 
and as estimated expenditures in 1959. Of this amount, $344 million is to be 
paid in gold and the balance of $1,031 million is to be paid in the form of non- 
interest-bearing Treasury notes. The anticipated subscription to the Interna- 
tional Bank of $3,175 million in the fiscal year 1959 is included in the budget 
as new obligational authority but not as expenditure because it will be in the 
nature of a guarantee fund. 

The chamber realizes there may be precedent for the request that these addi- 
tional funds be made available through a public debt transaction. When its 
Board of Directors approved the proposal to augment the funds of the IMF 
and Bank as being in furtherance of chamber policy, they associated with 
that statement a suggestion that sound fiscal policy required that these and 
all other Federal funds be provided through the appropriation process. 


STATEMENT BY THE LEAGUE OF WOMEN VOTERS OF THE UNITED STATES IN SUPPORT 
OF INCREASED U.S. SUBSCRIPTIONS TO THE INTERNATIONAL MONETARY FUND AND 
THE INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 


When the establishment of the International Monetary Fund and the Inter- 
national Bank for Reconstruction and Development was proposed in 1945 after 
the discussions at Bretton Woods, the league gave the proposal strong support. 

League support was based on the conviction of our members that problems 
not limited by national boundaries must be solved on a multilateral rather than 
a unilateral basis. We testified before congressional committees at that time 
to our belief that difficult problems concerning more than one government are 
best approached through the cooperation of all governments involved. Through 
such cooperation more evidence becomes available, different points of view are 
considered and wiser decisions reached. 

We said at that time that all nations are concerned with monetary problems. 
The burden of solving them, therefore, should rest on every country and not 
just on the United States. 

The league has consistently supported this principle of international coopera- 
tion for economic development through the adoption of program for study and 
action. The league now has more than a thousand local leagues in all 50 
States. At the national conventions in 1956 and again in 1958 delegates elected 
by the membership have reaffirmed support of the United Nations and its 
agencies, and are now engaged in a study and review of U.S. foreign policy, 
with emphasis on the importance of working with other nations to promote 
growth and stability. 

The operations of the International Monetary Fund and the World Bank 
over the 12 years since Bretton Woods have fully justified the hopes with which 
they were launched. 

The Fund has promoted international monetary cooperation and sound foreign 
exchange practices. It has helped to stabilize currencies of the member coun- 
tries by giving them insurance against sudden drains on their foreign exchange, 
granting short-term loans to tide its members over periods of temporary short- 
ages. In addition to financial assistance the Fund has undertaken to help its 
members deal with the difficult financial problems of international inflation 
and exchange management. Increased resources are needed now to help sustain 
world production and trade and to give encouragement to the efforts member 
countries are making to maintain or achieve convertibility. 

We believe that expansion of the lending power of the International Bank 
for Reconstruction and Development is a logical step toward meeting the grow- 
ing demand for loans to promote economic growth in the developing countries. 
Its record is one of the truly great success stories of our times. With greater 
lending authority it can double its effectiveness in making loans to member 
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governments, governmental agencies and private enterprise to raise standards 
of living. 

The fact that new World Bank loans in fiscal 1959 have increased to 34 from 
the 20 made in fiscal 1958 seems to indicate that the opportunities for giving 
this kind of aid to growth projects in the developing countries are increasing 
and that these countries themselves are ready to take advantage of the Bank’s 
resources. 

We believe that the U.S. proposal at the New Delhi meetings of the Gover- 
nors of the Bank and Fund to increase their lending authority should be 
promptly given congressional approval. The 100 percent capital increase ir 
our subscription to the Bank would, of course, be in the form of a guarantee 
for the bondholders against possible default by borrowers and would be financed 
by the sale of the Bank’s bonds. 

The 50 percent proposed increase in the U.S. subscription to the Fund would 
entail an appropriation. We believe that this subscription is an investment in 
world stabilization and a safeguard against the threat of international inflation, 
disruption of trade and all the ills that would follow. 

Therefore we strongly urge the prompt passage of S. 1904. 





INVESTMENT BANKERS ASSOCIATION OF AMERICA, 
Chicago, Ill., March 16, 1959. 
Re 8. 1094. 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Foreign Relations, 
U.S. Senate, Washington, D.C. 

Deak SENATOR FULBRIGHT: Both our foreign investment committee and our 
board of governors have examined the reports of the Executive Directors of 
the International Bank for Reconstruction and Development and the Interna- 
tional Monetary Fund to their respective Boards of Governors, proposing an 
increase in the authorized capital of the Bank and an enlargement of the Fund’s 
resources, both dated December 1958. Both our foreign investment committee 
and our board of governors subscribe to the views and recommendations set forth 
in these reports, and as S. 1094 is designed to implement these recommendations, 
we should like to go on record as being in favor of this bill. 

By way of identification, the Investment Bankers Association of America 
is a voluntary unincorporated trade associatioon of investment banking firms 
and securities dealers who underwrite and deal in all types of securities. Our 
association has over 800 member firms engaged in one phase or another of the 
securities business in the United States and Canada, including about 100 com- 
mercial banks. Our members have, in addition to their main offices, almost 1,600 
registered branch offices. Many of these firms have participated in the under- 
writing and distribution of the securities issued by the International Bank for 
Reconstruction and Development. 

In our view, the case made for the proposed increases in the resources of the 
Bank and Fund in the reports of their Executive Directors referred to above, 
is both comprehensive and persuasive, so there seems little point here in reiterat- 
ing the reasons why we think the subject legislation should be adopted. We do, 
however, want to make several observations. 

In our judgment, the record of the Bank in both its borrowing and lending 
activities has been outstanding. Had its lending policies and practices not been 
handled as ably as they have been it would not have been able to borrow the 
sums of money it has in the domestic and foreign money markets. In the im- 
mediate future it has the potential for making an even greater contribution to 
the economic development of the less developed areas of the free world if it can 
borrow the necessary funds with which to operate, and the legislation under 
consideration, increasing its capital, will undoubtedly be a great aid toward 
that end. 

We should also like particularly to endorse the views set forth in paragraphs 
23 and 24 on page 5 of the report of the Executive Directors of the Bank to its 
Board of Governors as being completely realistic in present circumstances. 

We have also been both encouraged and pleased at the extent to which the 
Bank has encouraged private participation in its lending operations wherever 
practicable. 

With regard to the record of the Fund, we believe the Fund has performed 
a very important and useful role, without great publicity, in fostering interna- 
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tional monetary cooperation and realistic foreign exchange policies. It has 
promoted the adoption by its members countries of sound fiscal, monetary and 
other policies designed to strengthen their economic position and has encouraged 
the reduction or elimination of exchange restrictions on international trade 
and investment and has thus helped to maintain or promote currency 
covertibility and the balanced growth of world trade and economic develop- 
ment. It has also provided timely short-term financial assistance to its mem- 
ber countries to help them withstand speculative movements against their cur- 
rencies and to give them temporary help pending the adoption of more ap- 
propriate fiscal, monetary and foreign exchange policies designed to avoid 
harmful restrictions on trade and exchange. 

For all of these reasons, and for the reasons set forth in the reports of the 
Executive Directors referred to above, we endorse the enactment as soon as 
practicable of S. 1094. 

I would appreciate your making this letter a part of the record of the hearings 
on this proposed legislation. 

Sincerely yours, 
W. D. Kerr, President. 





NATIONAL FOREIGN TRADE COUNCIL, INC., 
New York, N.Y., March 6, 1959 
Hon. J. W. FULBRIGHT, 
Chairman, Committee on Foreign Relations, U.S. Senate, Washington, D.C. 


MY DEAR SENATOR FULBRIGHT: Reference is made to S. 1094 on which your com- 
mittee has scheduled public hearings. This bill would amend the Bretton Woods 
Agreement Act to authorize the U.S. Governor of the Fund to request and con- 
sent to an increase in the quota of the United States and the U.S. Governor of 
the Bank to vote for increases in the capital stock of that institution. 

In support of the proposed legislation we should like to submit the following 
pertinent resolutions adopted by the Forty-Fifth National Foreign Trade Con- 
vention last November and reaffirmed by the Board of Directors of the National 
Foreign Trade Council : 

“Intergovernmental financing of economic development.—iIn view of the sub- 
stantial volume of legitimate demands being made on the International Bank for 
Reconstruction and Development and the care which this institution has hitherto 
exercised in its lending operations to ensure that sound loans are made, and that 
private enterprise is encouraged and protected, the convention favors the pro- 
posal to increase the authorized capital stock of the Bank. In increasing the 
Bank’s capital, its member governments whose present subscriptions are not 
commensurate with their relative financial and economic position should be 
called on to raise their respective subscriptions accordingly. The convention is 
glad to note that the Bank is encouraging joint operations under which borrowers 
cover part of their needs with funds from the private capital markets simul- 
taneously with the receipt of loans from the Bank. 

“Currency and monetary policies.—The convention supports, in principle, the 
proposal to enlarge the financial resources of the International Monetary Fund 
as a means of strengthening the Fund’s capacity to serve those purposes for 
which it was originally created, namely, to assist countries through temporary 
periods of foreign exchange shortages and international payments difficulties. 
The increase should be sufficient to permit the Fund to respond promptly and 
flexibly to special emergency situations which may arise. In addition, a general 
review and revision of the individual quotas should be undertaken in order to 
correct any existing deficiencies or discrepancies so that the quotas will better 
reflect the relative position in international commerce and finance of the various 
members. Also, as a preliminary step in the expansion of available resources, 
all member governments should be called upon to fulfill their outstanding gold 
and dollar subscription commitments to the Fund. 

“The convention believes that an increase in the funds available to the Inter- 
national Monetary Fund should be effected as a prelude to the restoration of 
multilateral currency convertibility. Notable progress toward this goal has been 
made during the past year, and there should be no unnecessary delay in its ulti- 
mate attainment. Steps should be taken which will lessen the likelihood of 
future payments difficulties, and make for long-term monetary stability and pro- 
gressive elimination of exchange controls and restrictions. 
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“The convention commends the International Monetary Fund for its sustained 
and insistent emphasis on monetary discipline as an essential condition for the 
provision of assistance. Under no circumstance should an increase of Fund re- 
sources be regarded as opening the way for any softening of these policies or for 
any weakening in the determined efforts of member countries to curb the forces 
of inflation. Finally, the convention empnasizes that the Fund should not, 
directly, be looked to as a source of capital for economic development, or be used 
for stabilization of commodity prices.” 

It is respectfully requested that this communication be made a part of the 
record of the hearings of your committee. 

Very truly yours, 
WILLIAM S. SwWINGLe, President. 


NATIONAL FEDERATION OF BUSINESS AND 
PROFESSIONAL WOMEN’S CLuBs, INC., 
Washington, D.C., March 16, 1959, 
From: Mrs. Ruby Poole, national legislation chairman. 
To: Members of the House Committee on Banking and Currency and members 
of the Senate Committee on Foreign Relations, 
Subject: Statement on H.R. 4452 and 8. 1094, to augment the resources of the 
International Monetary Fund and the International Bank. 

The National Federation of Business and Professional Women is the largest 
organized group in the world devoted entirely to the affairs of business and 
professional women with State federations in all the 49 States, Hawaii, the 
District of Columbia and Puerto Rico. It has a membership of 174,097 organized 
in approximately 3,355 clubs. 

Our national legislation platform contains an item, “Implementation within 
the framework of the United States Constitution of foreign and domestic policies 
which promote peace and strengthen national security.” Under this item, our 
legislative steering committee has voted to endorse H.R. 4452 and S. 1094, be- 
lieving this to be constructive legislation, which helps other countries in their 
reconstruction and development and which helps the United States to maintain 
its leadership of the free world. 





U.S. CounciIL STATEMENT IN SUPPORT OF LEGISLATION To INCREASE THE RESOURCES 
OF THE IMF anp IBRD 


The U.S. Council urges that the Congress act favorably on the President’s re- 
quest that the United States increase its financial commitment to the Interna- 
tional Montary Fund and to the International Bank for Reconstruction and 
Development. We, therefore, support S. 1094 and the companion bills, H.R. 
4452 and H.R. 4453. 

Both the Fund and the Bank have played an important part in the recon- 
struction of the world economy after World War I]. Because of the work of 
these two institutions both international trade and economic growth through 
private investment are greater than they would otherwise have been. We 
believe that if the resources of the Fund and the Bank are increased, they can 
even more effectively help expand private trade and investment. 

Such a growth in trade and investment is desirable. Indeed, it is essential 
to the well-being and security of the United States. 

We need raw materials from abroad. We are materially richer when we can 
buy goods from the cheapest source. Our productive machine can work more 
efficiently when export markets are large and expanding. Our own economy 
benefits also when trade between other free countries is flourishing because 
prosperous countries tend to increase their purchases from abroad. 

All countries have a stake in freer monetary convertibility. All stand to gain 
when export earnings can be used in whatever market holds out the greatest 
advantage to them. The United States has a special interest in this since most 
foreign exchange controls have sharply limited purchases from this country. 

The council believes that an expansion of the resources of the Fund is de- 
sirable because it helps world trade to expand and also because it will help 
encourage an increase in private foreign investment. Investors are more willing 
to risk their funds if it is possible to convert earnings into the home currency 
readily. 
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In economic terms our country and the other economically advanced nations 
stand to gain as development progresses abroad. Historical evidence shows 
that as countries develop their foreign trade increases. It increases most with 
other developed nations. Even more important is the form which economic de- 
velopment takes. We have a vital stake in seeing that resources are not wasted, 
that future development will be encouraged, and that a system is created which 
is not hostile to our own system. 

We believe that private enterprise is the best method for achieving these pur- 
poses. Private enterprise rewards individual initiative and, therefore, helps 
create a climate where initiative and freedom are highly regarded. We believe 
that such a climate is conductive to the development and strengthening of po- 
litical democracy and freedom. We are convinced also that foreign private in- 
vestment in the developing nations is one of the surest ways of encouraging the 
development of local private enterprise. 

The International Bank for Reconstruction and Development has made a sub- 
stantial contribution to economic growth in the less developed nations. As an 
international institution the Bank has been able to tap the resources of a number 
of countries. Its sound advice to the governments of developing nations has 
been received with less suspicion than might be accorded to the same advice from 
the United States or some other capital exporting nation acting individually. 
Because of the guarantees by member governments of the bonds issued by the 
Bank it has been able to mobilize capital in private markets which would not 
otherwise be risked in foreign investment. 

The U.S. Council therefore hopes that the Congress will support the legislation 
which will make possible a continuation and expansion of the vital functions 
of the International Bank for Reconstruction and Development and of the 
International Monetary Fund. 


The Cuatrman. I believe if that is all, we will adjourn the open 
session. 

Senator Lauscner. May I ask the chairman a question ? 

The CuHarrmMan. Yes. 

Senator Lauscue. I do not have clearly in mind the purpose of the 
chairman’s statement that a delay until after July 1 may not be 
important. For my own information, what is the difference and 
what does the chairman have in mind in suggesting that a delay might 
be made ? 

The Cuarrman. The purpose is this: It would appear to me that it 
is unlikely that the money being made available now in this fiscal 
year is needed, and that there is no good business reason or need on 
the part of the Fund to have the money made available before. 

Senator Lauscue. For the fiscal year of 1959 ? 

The CuarrMan. That is right. 

Senator Lauscnur. Making it available in the fiscal year of 1960 
will serve the purpose 4 

The Cratrman. That is right. That is as I interpreted the testi- 
mony of Mr. McCloy. 

The meeting is adjourned and we will go into executive session. 

(Whereupon, at 12:20 p.m., the committee proceeded into executive 


session. ) 
O 





